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Financial sector reforms have their ultimate impact on banking sector 
especially development banking in India. The last decade of the 21^' century 
witnessed the maturity of India's financial markets. Since 1991, all the 
governments; both state and central, took major steps in reforming the financial 
sector of the country. The last few years witnessed a consecutive decrease in 
the sanctions and disbursements of the development banks and in case of 
performance they are still going ahead due to diversification and other 
strategies. Since liberalisation, the pattern and trends towards sanctions and 
disbursement is continuously changing. The backward areas are found to be 
neglected by these primary sources of their development funds. 
As a result of the financial sector reforms and follow up activities, the 
development banks in India are now converting themselves towards pure 
commercial banks, which are already in later stage of development in India. 
The changing trends of these institutions have not happened by a single 
incident but it was the result of the policies initiated by the government from 
time to time to safeguard the interest of public without any forward looking to 
the future. The various committees, such as, Narasimham Committee (1991 
and 1997), set up for the revival of banking sector and financial institutions in 
India recommended strongly to convert all these financial institutions into 
NBFCs or commercial banks to avail the Cheep sources of funds, which are 
already available in the market, and also to enable them for the survival in the 
future. 
However these banks have now entered into a new era of business forte, 
which enabled them to be more competitive, and to dominate in the financial 
market with their strong capital base, which has already been developed by 
them through their sound institutional set up and framework. But the modus 
operandi of these banks is now continuously changing towards class banking, 
targeting only a particular class. However the current pattern and trends in the 
business dimensions of these development banks are now going to achieve high 
growth rate through their high degree of operational efficiency and strong 
marketability and efficiency. 
These aspects of problems regarding their operational highlights and 
contributions to the institutional development of Indian economy, changes in 
their policy matters due to the reformist movement of the total economy, 
achievements in institutional building are going ahead to the mark-up. 
Therefore, it is necessary to recheck the activities of these development banks 
in the new era of third generation reforms, which seem to be more reliable for 
further development for both the economy without omitting the concept of 
welfare state. 
The Indian financial system of the pre-reform period essentially catered 
to the needs of planned development in a mixed-economy framework where 
the Government sector had a predominant role in the economic activity. As part 
of planned development, the macro-economic policy in India moved from 
fiscal neutrality to fiscal activism. Such activism meant large developmental 
expenditures, much of it to finance long-gestation projects requiring long-term 
finance. The sovereign was also expected to raise funds at fine rates, and 
understandably at below the market rates for private sector. 
Financial sector reforms, as a matter of fact, are at the center stage of the 
economic liberalization that was initiated in India in mid 1991. This is partly 
because the economic reform process itself took place amidst two serious crises 
involving the financial sector: at the first instance, the balance of payments 
crisis that threatened the international credibility of the country and pushed it to 
the brink of default. At the second stance, large-scale pre-emption of resources 
from the banking system by the government to finance its fiscal deficit, 
besides, excessive structural and micro regulation also inhibited financial 
innovation and increased transaction costs. Relatively inadequate level of 
prudential regulation in the financial sector; poorly developed debt and money 
markets; and outdated technological and institutional structures. It made the 
capital markets and the rest of the financial system highly inefficient, buffeted 
the crisis deepen further to feint the economy at a critical juncture. 
It was only in July 1991 that the paradigm shift in the economy took 
place with introduction of New Economic Policies (NEPs) focusing on 
financial sector reforms to create an efficient competitive and stable financial 
sector, which could then contribute in greater measure to stimulate growth. 
Concomitantly, the monetary policy framework made a phased shift from 
direct instruments of monetary management to an increasing reliance on 
indirect instruments. Since the initiation of reforms the Indian economy has 
achieved high growth in an enabling environment of macroeconomic and 
financial stability. 
The post-reform period has been marked by broad-based economic 
reform that has touched every segment of the economy. These reforms were 
designed essentially to promote greater efficiency in the economy through 
promotion of greater competition. The one and a half decades of the post 
reforms have seen major improvements in the working of various financial 
market participants. The government and the regulatory authorities have 
followed a step-by-step approach, although not a big bang one. The entry of 
foreign players has assisted in the introduction of international practices and 
systems. Technology developments have improved customer service. Some 
gaps however still remain. On the whole, the cumulative effect of the 
developments since 1991 has been quite encouraging. An indication of the 
strength of the reformed Indian financial system can be seen from the way 
India has been growing incredibly achieving approximately 9.4 percent growth 
in GDP. The projection of GDP growth in the 11* plan is 10 percent on an 
average; no mean achievement by any standard for any individual economy. 
The thesis in question would seek to go into the nitty-gritty of the 
aspects pertaining to the financial sector reforms vis-a-vis the modus operandi 
and their performance appraisal in the post economic reforms era. 
From the comprehensive Uterature reviews it peters out that the studies 
made on the areas of both financial sector reforms and their impact on banking 
and development banking are very few. Most of the studies deal with the varied 
dimensions of banking sector with less emphasis on the special case of 
development banks. No study has been found to make according to the new era 
of financial sector reforms and their impact on Indian development banking. 
The current scenario of development banking in India has on the one hand 
witnessed a high degree of operational efficiency due to the overall financial 
liberalisation resulted in cross border flow of investments and 
multidimensional business forte but on the other hand the basic objective of 
development banking has been dismantled. Thus the study makes an earnest 
attempt to trace out the major impacts of the financial sector reforms on various 
activities of All India Development Banks (hereafter AIDBs) since 
liberalisation for globalisation. Therefore the present study is a bit different 
from all the previous research analyses that emphasized on the varied 
dimensions of overall reforms agenda. 
The study on financial sector reforms and their impact on development 
banking has covered a span of two and a half decades, i.e. from!981 to 2006. 
This span of period is more than sufficient to find out the trends in performance 
related aspects of development banking vis-a-vis the financial sector reforms 
particularly, banking sector reforms, insurance sector reforms, capital market 
reforms. The Researcher is fiilly aware about the fact that the whole sale 
reforms have affected the banking sector, insurance sector and capital market. 
Keeping this in mind the present study has focused mainly on these three 
sectors to find out the impact of the total reforms. The study is mainly focusing 
on the All India Financial Institutions (hereafter AIFIs) in general and 
Industrial Development Bank of India (hereafter IDBI) in particular. The 
Researcher is of a strong opinion that the analyses on the total DFIs as a whole 
and IDBI in particular is able to represent the performance of total 
Development Financial Institutions especially All India Development Banks. 
The specific objectives of the study are to find out the major impact of 
financial sector reforms in the working of All India Development Banks 
(AIDBs), to find out the impact of reforms in the total sanctions and 
disbursement of the Development Banks and Development Financial 
Institutions, to analyze the pattern and trends in assistance sanctioned and 
disbursed by all India development banks region specific, purpose wise, 
component wise sector specific and industry specific; to evaluate the 
performance of all India development banks in the new regime of financial 
liberalization for globalisation, to analyze the degree of changes in the business 
of financial institutions after the reforms, to investigate into the reasons of 
difference between the pre and post reforms performance of both banking and 
non banking businesses. To identify the qualitative and quantitative 
contributions of these all India development banks in post and pre reforms 
regime and differentiate the major changes due to policy reforms And to make 
suggestions and recommendations for further improvement in the policy 
reforms for future performance. 
The study is an empirical work based on the secondary data and primary 
data collected from various sources for the fulfilment of veracity and 
truthfulness of analysis to ensure the quality of research. The secondary data 
for the study have been collected from various secondary sources of 
information, such as, Published Reports, of Various Ministries, Financial 
Institutions and Various Authorities, Books, Journals and periodicals. Research 
Papers, Published Theses, Articles, Business Dailies, Financial Dailies and 
Websites. For the analysis purpose the primary sources of secondary 
information have been used which are published by the All India Development 
Banks (AIDBs). The various reports, such as, annual reports of Industrial 
Credit and Investment Corporation of India (hereafter ICICI), IDBI, Industrial 
Financial Corporation of India (hereafter IFCI), Small Industries Development 
Bank of India (hereafter SIDBI), Industrial Investment Bank of India (hereafter 
IIBI), and several Reports on Indian Development Banking published by IDBI 
up to 2004 are the major sources of materials for analysis. 
The statistical tools have been used for the analysis and interpretations, 
such as, Mean, Maxima, Minima, Range, Standard Deviation and Coefficient 
of Variance, Coefficient of Variance Percentage, CAGR, Stepwise univariate 
and multivariate regression. Both classical and log-linear regression functions 
have also been applied. For test of significance F-test and t-test have been done 
depending upon the nature of cases. 
The financial sector reforms have been studied under four separate sub-
sections, namely reforms in banking, insurance, capital market and others. 
Reforms in these sectors have an ultimate impact on Indian financial system, 
which witnessed a high degree of market efficiency and strong form of broad-
based institutional building in recent years. 
The review of financial sector reforms and monetary policy has 
documented the calibrated and coordinated reforms that have been undertaken 
in India since the 1990s. In terms of outcomes, this strategy has achieved the 
broad objectives of price stability along with reduced medium and long term 
inflation expectations; the installation of an institutional framework and policy 
reform promoting relatively efficient price discovery of interest rates and the 
exchange rate; phased introduction of competition in banking along with 
corresponding improvements in regulation and supervision approaching 
international best practice, which has led to notable improvement in banking 
performance and financials. The implementation of financial sector reforms 
was characterized with setting up of various committees, to recommend the 
economic system to survive in the modem world of core competence. 
The implementation of these reforms have also involved the setting up 
or improvement of key financial infrastructure , such as, payment and 
settlement systems, and clearing and settlement systems for debt and forex 
market functioning. All of this financial development has been achieved with 
the maintenance of a great degree of financial stability, along with overall 
movement of the economy towards a higher growth path. 
The pre and post reforms regimes have been analytically divided into 
four phases according to the basic changes reflected in the development 
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banking business. The first phase is the post independence era of establishment 
of these financial institutions and its gradual development. This phase between 
1948 and witnessed establishment of the major development banks, such as, 
IDBI, ICICI, and IFCT The second phase has witnessed major transformations 
and subsidiary financial institutions from 1974 to 1991. The third phase 
between 1991-2001 is the first decade of post-liberalisation globalisation 
regime, in which most of the development banks flourished their diversified 
business forte and all the development banks entered into secondary market to 
secure the advantage of cheep sources of funds, and as a result the total market 
capitalization of these banks, especially development banks, were restructured. 
The fourth phase from 2001 onwards is the neo-liberal regime and the phase of 
second generation reforms that enabled the banks and Development Banks to 
corporatised them. Finally all the development banks converted in to full-
fledged commercial banks that offered them high degree of operational 
flexibility. 
All the above-mentioned phases in the evolution and functioning of the 
Development Banking in India have seen a number of committees being 
established for further suggestions to the survival of these all India 
development financial institutions which has a sound financial set up and 
strong capital base but structured with the boundaries of legal barriers which 
led them to continuous decline in financial highlights and huge losses of 
opportunity of profits. 
The changes in the regulatory structure of these financial institutions by 
means of financial liberalization facilitated their survival and it could dominate 
in the commercial banking business with a high degree of operational 
flexibility and strong market efficiency. The ICICI and IDBI, which were the 
apex institutions of Indian financial system before liberalization, got a strong 
source of cheep funds for their institutional building. But ultimately these 
liberal financial policies affected the prime objectives of these financial 
institutions, which diverted their business to merchandised business 7 
atmosphere. Altogether the case of IDBI has indicated the enhanced business 
dimension of development banks since liberalisation. 
The study has analyzed Impact of financial sector reforms on the overall 
lending activities of development financial institutions through comparison of 
the sanctions, disbursements, and utilization rate. The study has also taken into 
consideration individual cases of selected development banks in India, such as,: 
IDBI, ICICI, IFCI and other important development banks under the head 
'other DBs'. The overall lending activities have been analyzed through 
bifurcating the total span of 25 years into pre and post reforms regime. 
The Researcher is of an opinion that to analyse the impact of financial 
liberalisation on Indian development banking, it is necessary to classify the 
post liberalisation period into two. The real form of reforms process has been 
seen only in the second decade of post reforms period. 
However the analysis of impact of reforms cannot be quantified as one 
variable is qualitative and other is quantitative. Therefore the Researcher has 
assumed two dummy variables for the total period under the study to find out 
the impact of policies in pre and post reforms. The model-1 has been made to 
describe the impact of pre-liberalisation policy measures on the performance of 
later years. The Researcher has made the assumption that in model-1, d=l if Y 
belongs to 1982-1991 and '0 ' otherwise, and in model 2 where the real impact 
of reforms has been checked, d=l if Y belongs to 1992-2001 and '0 ' otherwise. 
Model 1 has described the application of dummy variables for the case 
of sanctions of the development finance in pre and post reforms period. The 
dummy has been assigned by the Researcher for pre-liberalisation sanctions as 
' 1 ' whereas for the remaining it has been assigned as 'O'.Time has been taken 
on the basis of years where 1 to 25 has been assigned for each year. The time 
and product dummy into time have been considered as independent variables 
where the sanctions amount is considered to be dependent on the year and 
policy reform process. The assumption behind the first dummy is that no major 
policy was announced before the liberalisation regime i.e. before 1991. The 
real significance has been tested by the second dummy where the impact of the 
entire reforms process has taken place. 
The sanctions and their coefficients have shown the impact of pre 
reforms period on the development banking in India. The t' static of time 
variable has been estimated significant at 0.03 percent where the impact of 
dummy variable is insignificant. As assumed in the first dummy that no major 
policy was announced in pre-liberalisation period. The impact has been 
estimated as significant due to the continuous increase in the total sanctions 
since the beginning of the period under consideration and it has continued up to 
the end of the first decade of post liberalisation. 
On the other hand, the second dummy where the impact of financial 
sector reforms has been quantified by the application of the dummy variable 
along with the time variable has shown its significance. 
The coefficient of determination (R ) after adjustment stood at 0.88. 
This patently implies that whatever changes or decline in the lending activities 
of development banks have occurred in post reforms period is on account of the 
reform process. In other words, the reforms process is responsible up to 88 
percent for the changes in the lending activities. The impact therefore is very 
much pronounced. Coefficients have indicated that the impact of time and 
policy reforms is significant at any level of significance. 
To find out impact of financial sector reforms on the overall lending 
activities of development banks in pre and post liberalisation period it is 
necessary to take the case of disbursals too. 
Result of application of dummy variables and time variable on the 
disbursal has come the same as in case of sanctions described in the model-1 
and model-2. The model-1 has been developed for pre reforms period and the 
model-2 is about impact of reforms on development financing in India in post 
liberalisation period, t value is 3.537 which is significant at 0.2 percent in case 
of time variable. But in the case of policy measures it is not significant at any 
level which can be considered to be insignificant, t value of the same is -1.708. 
This implies that there is no impact of policy process. 
It has further seen that the result of the post reforms period has 
witnessed that reforms process has an immediate effect on the overall lending 
activities of development banks in India during the referred time span. The 
model-2 on disbursals has left an impression that the impact of policy measures 
is highly significant like in the case of sanctions during post-liberalisation 
period. 
The adjusted R-Squared is 0.92. The R-Square of 0.92 thus indicates 
that whatever changes or decline have happened in the overall disbursals in 
post reform period on account of the financial liberalisation. The R-squared of 
92 percent is very much significant to demonstrate the overall impact of 
reforms. The coefficients of model-2 on disbursals have also illustrated the 
impact of reforms on development fmance. The t value of time variable i.e. 
8.506 and the policy reforms is 10.808 is significant at any point of level. 
The analysis made on the basis of sanctions and disbursals of 
development banks has proved that the impact of reforms process in post 
liberalization period is significant which has ultimately resulted into the 
acceptance of alternative hypothesis of the study. The overall reforms 
movement has an ultimate impact on the overall lending activities of 
development banks since liberalization. The major impact of reforms on 
development banking in India is changing the basic objectives of the 
development banks in post independence period. The major reason for the 
decline in the overall lending activities may be attributed to the development of 
secondary market and availability of cheep sources of debt and equity funds for 
any business firm. The impact of financial sector reforms has their ultimate 
impact on the institutional development of Indian economy resulted in the 
establishment of well structured capital market administered and operated 
through electronic mode with high end technical support. 
Most of private and public sector undertakings have raised funds from 
secondary market through Initial Public Offers (IPOs). The importance of 
development finance thus witnessed the continuous decline which could not 
grow according to the time. The development banks hence diversified their 
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business to various other financial services by their own estabUshments or by 
direct actions. 
The impact of financial sector reforms has its exclusive approach for 
insurance as well as other realms, such as, pension, foreign exchange, and 
government securities market. Hence the development financial institutions 
took further steps in these sectors too which resulted in diverting their 
development funds to the needy and profitable segments. 
The significant impact is discernible on the overall sanctions and 
disbursements of DFIs despite the decline in lending activities. This decline is 
attributed to the fact that other sources of financing, such as. Pension Fund, 
Asset Management Funds, Mutual Funds, Venture Capital Fund, Life Insurance 
Fund have appeared on the horizon of the financing arena. The policy packages 
and measures have therefDre paramount impact on the overall development 
banking activities. 
The study has also taken in to consideration the impact of financial 
sector reforms on region wise lending activities of development banks in 
phased manner. The impact can be analyzed through a comparison of pre and 
post reforms trends in region wise lending activities. The descriptive statistics, 
such as. Compound Annual Growth Rate (CAGR) and Standard Deviation 
(SD), Coefficient of variation (CV percent) and mean throw light to the shift 
from one segment to another. The Researcher felt that to analyze the impact it 
is better to test the significance deference in mean of each independent region 
separately on their percentage shares. Therefore the study has relied upon the 
independent sample t test far test of significance in variation of mean of both 
the regime based on the percentage share of each region. 
Among the five regions based on the per capita GDP of the country the 
shift of development funds from one region to other have been seen. T value is 
estimated to be significant at 5 percent level of significance in whole regions 
except the averagely developed region. The t static of each region where equal 
mean variance have been assumed which are highly forward: 2.701, forward: -
3.664, average: -0.677, backward: 6.899 and very backward is of 7.567. All the 
cases have been seen significant at 5 percent level which enlightened to the 
acceptance of alternative hypothesis except the averagely developed regions 
where alternative hypothesis is significant at 50 percent only. The impact is 
therefore much pronounced in case of disbursals of development banks where 
the t value is significant at any level except the aforementioned average 
developed regions. It can be said there is the same result as in case of sanctions. 
The cases of forward, highly forward, backward and highly backward are 
significant where the average is insignificant. 
All the computed statistics of overall lending activities of industrial 
development bank of India have also supported the same trend which has been 
pronounced by the overall lending activities of development banks. In both 
sanctions and disbursals of IDBI the impact of reforms is more evident on 
development finance at its regional selection. The cases of both the sanctions 
and disbursals are very clear that shift of funding has happened anyway. The t-
static of both has denoted the negative impact of one segment resulted in the 
positive impact on another. The overall lending activities have a negative 
impact on decline of development finance through out the post liberalisation 
especially after 2000. By the test of independent sample of development 
finance in both sanctions and disbursals for backward and forward regions it 
can be deduced that there is a shift, of development finance from backward 
regions to forward regions which is basically a major alteration in the basic 
objectives of development banking in India. 
As far as the /-static is concerned the impact is visible in regional 
attraction of development finance and therefore the Researcher failed to 
observe the acceptance of null hypothesis. The basic reason behind the regional 
imbalance is not only proliferated by the development banks themselves. The 
accumulated Non-performing Assets (NPAs) from those backward regions in 
the gloominess of government policies for the sake of regional imbalance as 
well as the instable political environment has compelled the banks to divert 
their funds from risky investments. As a matter of fact the total environmental 
changes in the financial sector have further influenced to utilize the funds for 
12 
more profitable manner. The development of well structured secondary market 
resulted in promotion of supplementary and other secondary application of 
funds as well. 
The Researcher has observed in case of sector wise sanctions and 
disbursals of development banks that the overall lending activities of 
development banks witnessed a downward trend in post reforms period. 
Altogether the impact has materialized. Analysis of sectoral implication of 
development finance has shown the degree of changes in overall development 
finance for sector specific. It has been found that the impact is much evident in 
all the segments of sectoral classification. The cases of sectoral sanctions have 
been found to be significant at 5 percent level of significance in all the sectors 
except the private sector. The t-static of each segment is expectant enough to 
the approval of alternative hypothesis. 
In case of sanctions the t-static (two-tail) of each segment i.e. public, 
joint and cooperative stood at -2.184, 3.685, and 4.849 are significant at 5 
percent level of significance where as in the case of private sector a t-static of 
855 is insignificant up to 25 percent level of significance. The same has been 
again approved by the independent sample test of disbursals where the private 
sector's percentage share is insignificant up to 25 percent. The other cases test 
of equality of means of public, joint and cooperative sector is significant at 5 
percent level of significance with t-static of-2.176, 3.571, and 6.304. As far as 
the independent sample test of significance is concerned the impact of financial 
sector reforms on sectoral selection of development finance has been approved 
and therefore the Researcher has failed to observe the acceptance of null 
hypothesis. The individual case of industrial development bank of India has 
also supported the sectoral impact of reforms on development financing in 
India. The basic reason behind the sectoral imbalances of development finance 
in post liberalisation regime is the changing business environment where the 
importance of priority sector has been redefined. The reforms initiated by the 
Narasimham Committee recommended to eliminate the existing priorities have 
influenced further lending activities of whole banking sector. The environment 
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became much friendly for public sector with high degree of operational 
efficiency with a strong support of capital market. The trends also indicate the 
impact of strengthened capital market where the debt and equity became much 
cheaper than the development finance. The total trends in lending activities of 
development banks envisaged a downward trend in post liberalisation regime 
where it was the last resort for sick and weak sectors influencing the sanctions 
and disbursements of development finance in the sectors. 
In case of industry wise analysis it is discernible that basically the 
classification of the total industries has covered the whole industrial segment 
where the development banks have made their deployment of funds on the 
basis of priority. The simple statistics, such as, CAGR, Standard deviation, 
Coefficient of variance percentage, and means have pointed out that the impact 
is visible and pronounced. However the avoidance of agriculture and consumer 
goods are much pronounced by the analysis and the shift of total sanctions and 
disbursals is also visible. However to find out the degree of impact on the 
industrial attraction of development finance it has been tested through the test 
of significance of variation between the means of both periods. 
The t-static of sanctions in each industrial segment is significant at 5 
percent level of significance except the others which is insignificant up to 68 
percent. The t-static (two-tailed) of sanctions i.e. 5.442, 2.025, -3.435, 4.971, -
1.936, -2.321, of each industrial concern i.e. Agri-Food, Industrial goods, 
Infrastructure, Consumer goods, Health care and allied are significant at 5 
percent level of significance where the others has a t-static of 0.409 which is 
significant only at level more than 68 percent. Among the segments the cases 
of all instable industries are having the negative impact where the case of 
infrastructure has shown the positive impact as compared to other industrial 
segments for the period under reference. 
As regards the significance of equality of means among the industry 
wise disbursals, the analysis supports the acceptance of alternative hypothesis 
in which the impact of reforms on industrial lending activities is assumed. The 
individual case of IDBI is also having the same result where the acceptance of 
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alternative hypothesis is justified. As regards the independent sample test of 
significance of mean differences, the industry specific lending activities are 
found to be impacted and null hypothesis has been rejected. The basic reasons 
are the industrial imbalance of development finance especially the elimination 
of priority in case of agriculture and small scale industries. 
Agriculture and food industries in India are considered to be a loss 
making sector but 1/3'^ '' of employment is being generated by this industry. The 
banks and financial institutions always take care of agricultural finance where 
the maximum numbers of illiterates are the beneficiaries. The government 
policies regarding agricultural lending without any vision in pre-liberalisation 
period encouraged the farmers to avail the maximum credit from banks which 
consequently led to increase in high volume of NPAs. The government's 
announcements of writing off the agricultural debts from time to time for 
temporary political benefits resulted in increment in banks assets without 
performance. The positive impact in case of infrastructure has been witnessed 
due to the emergence of new service sector and institutionalisation of 
infrastructure. The establishment of special infrastructure funds further 
increased the scope of infrastructure other than the five segments where the 
infrastructure development was the responsibility of government now 
transferred to the institutions. However the impact of financial sector reforms is 
significant in case of industry wise sanctions and disbursements. 
The purpose and component wise assistance have also been analyzed by 
the Researcher. To test the significance of impact of financial liberalization on 
purpose wise as well as on the component wise sanctions independent sample 
test of significance of equality of means has been used. The test has assumed 
the equality of means of pre and post reform period in terms of purpose and 
component wise sanctions of development finance. 
The results are case sensitive in terms of purpose wise sanctions of 
development finance where the t-statistic of new and start-ups, diversification, 
modernization and rehabilitation, supplementary and others are 5.392, 10.221, 
2.459, -6.815 respectively. The assumption of impact is significant in all the 
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cases. In the case of other and miscellaneous the impact is much visible in 
positive manner. While on other hand, the case of component wise divided on 
the basis of components, such as, rupee loan, foreign currency loan, and 
underwriting and subscription of securities, financial sector reforms have major 
impact on institutional development of Indian economy especially after 1991. 
The major triumph of financial liberalisation is the well structured and 
strengthened capital and financial market. Among the components the 
underwriting and subscription was not important in pre-liberalisation period but 
that emerged as one of the important financial services in the wake of financial 
liberalisation. Component wise sanctions showed a shift from traditional 
funding to the modern format. The objective of component wise sanctions is to 
find how far the changes in format of financial services affected in the 
development financing in India since liberalisation. 
The case of component wise sanctions of development financial 
institutions has a significant change in the pre and post reforms period. The t-
statistic indicates the assumption of impact of reforms on the above said 
purpose wise sanctions. 
The t-statistics in case of each purpose i.e. 3.781 and -5.118 of rupee 
loan and underwriting and subscription are significant at 5 percent level of 
significance whereas the case of foreign currency loan is insignificant up to 95 
percent level with a t-value of 0.053. The individual case of Industrial 
development banks of India is also in support of alternative hypothesis where 
the impact of reforms has been assumed as significant. 
The major reason for the positive impact of subscription related funding 
of development banks is changes in the format of financial services in which 
the development banks played the major role up to the setting up of their own 
subsidiaries with sector specific objectives. The overall lending activities of 
development banks have a diminishing trend. The purpose and component wise 
analysis of development banks throws a light on the reasons for the negative 
trend in overall lending activities. The post liberalisation globalization regime 
has witnessed a series of reforms in financial sector where all the development 
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banks seem to have diversified their business domain with high degree of 
efficiency. A large share of their funds have been diverted to the promotion of 
further institutional building to cater to the needs of institutionaUzing the 
economic development and to survive in the competitive market without 
government support. 
In fine, the Researcher has come out with the suggestions along with the 
strategies for overcoming existing problems of development banks, so that, 
they may play vital roll for overall economic development of the country. The 
major problems are regional imbalance, sectoral shifts, stage wise shift, 
increasing risk aversion which resulted in the changing basic objective of 
development banks in post liberalization period. The direction for future 
researches in the realm of development banking has also been identified by the 
Researcher in the study. 
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PREFACE 
As the economy grows and becomes more sophisticated, the banking sector has 
to develop pari pasu in a manner that it supports and stimulates such growth. With 
increasing global integration, the hidian banking system and financial system as a whole 
need to be strengthened so as to be able to compete. India has had more than one and a 
half decades of financial sector reforms during which there has been substantial 
transformation and liberalisation of the whole financial system. 
Since the setting up of the Reserve Bank of India in 1935, the role of the Reserve 
Bank in the financial sector and financial market development has undergone significant 
changes. Emerging primarily as a bank-based financial system, the development of 
financial system in India has been to finance the planned development efforts. To this 
end, institutional development received considerable attention of the Reserve Bank. The 
broad based development of the banking sector to meet short-term financing needs was 
supplemented by the setting up of specialised development financial institutions by the 
Reserve Bank to cater to long-term financing needs. Since the early 1990s, the 
introduction of financial sector reforms provided a strong impetus to the development of 
financial markets. The introduction of market based monetary policy instruments, the 
liberalisation of capital controls and integration of the Indian economy with global 
markets in the 1990s exposed the country to potentially volatile capital inflows posing 
new challenges and dilemmas for the planners. This called for a renewed thrust towards 
deepening and ensuring stability in the financial markets. 
It is therefore, an appropriate time to take stock and assess the efficacy of our 
approach. It is usefiil to evaluate how the financial system has performed in an objective 
quantitative manner. This is important because India's path of reforms has been different 
from most other emerging market economies: it has been a measured, gradual, cautious, 
and steady process, devoid of many flourishes that could be observed in other countries. 
Until the beginning of the 1990s, the state of the financial sector in India could be 
described as a classic example of "financial repression. The sector was characterised, 
inter alia, by administered interest rates, large pre-emption of resources by the 
authorities and extensive micro-regulations directing the major portion of the flow of 
funds to and from financial intermediaries. While the true health of financial 
intermediaries, most of them public sector entities, was masked by relatively opaque 
accounting norms and limited disclosure, there were general concerns about their 
viability. Insurance companies - both life and non-life - were all publicly owned and 
offered very little product choice. In the securities market, new equity issues were 
governed by a plethora of complex regulations and extensive restrictions. There was very 
little transparency and depth in the secondary market trading of such securities. Interest 
rates on government securities, the predominant segment of fixed-income securities, 
were decided through administered fiat. The market for such securities was a captive one 
where the players were mainly financial intermediaries, who had to invest in government 
securities to fulfil high statutory reserve requirements. There was little depth in the 
foreign exchange market as most such transactions were governed by inflexible and low 
limits and also prior approval requirements. 
Compartmentalisation of activities of different types of financial intermediaries 
eliminated the scope for competition among existing financial intermediaries. In 
addition, strong entry barriers thwarted competition Irom new entrants. The end result 
was low levels of competition, efficiency and productivity in the financial sector, on the 
one hand, and severe credit constraints for the productive entities, on the other, 
especially for those in the private sector. The other major drawback of this regime was 
the scant attention that was placed on the financial health of the intermediaries. Their 
capitalisation levels were low. The lack of commercial considerations in credit planning 
and weak recovery culture resulted in large accumulation of non-performing loans. The 
aforementioned constrains pushed the financial system of the country to brink of 
insolvency. 
In the wake of balance of payment crisis the government of India took the major 
steps to liberalize Indian financial sector. The economic reforms in India initiated in the 
year 1991 have a vital role in the revival of Indian financial sector in which the 
importance of banking, insurance and capital markets are much concerned. The reforms 
initiated for the promotion of banking sector has its ultimate impact on the development 
banking business of India. The key players of development banking have diversified 
their business dimensions in post liberalisations globalization regime. 
The present study makes an earnest attempt to trace out the major impact of 
financial sector reforms on development banking in India. The study takes into 
consideration the post independence period fi-om 1947 to 2007. The Indian economy as a 
matter of fact witnessed the establishment of many important financial institutions during 
this time span and also adopted the changes in business environment globally. The 
Researcher has categorised the total period into four successive phases (i.e. first phase 
from 1947 to 1974, second phase from 1975 to 1991, third phase fi-om 1991 to 2000 and 
fourth phase from 2001 onwards.) in accordance with the major landmarks achieved or 
availed of by the Development Financial Institutions. 
Among these phases, the third phase i.e. the post liberalisation period irom 1991 
to 2001 has had a significant influence on the basic activities and objectives of the 
Development Banks. The purported reforms for the revival of financial institutions 
granted a high degree of operational flexibility and internal autonomy for all the financial 
institutions which ultimately led them to enhance inter institutional competence either to 
survive or to dominate in the market. The concept of 'large' has now become beautiful. It 
encouraged the emergence of the institutional mergers and acquisitions in Indian 
financial market in post-liberalisation period. However the wholesale reforms have 
shown their major impact on banking sector especially in development banking business. 
The Researcher has therefore, made a sincere approach to analyse the impact of 
these reforms on the basic objectives of development banks and have also endeavoured to 
determine as to how far these new business modus-operandi have affected resultant of 
reform process. In fine, the Researcher has found that the impact of financial sector 
reforms on Indian development banking is significant vis-a-vis its basic objectives and 
diversified business activities as well. The study in its ten chapters has covered the 
theoretical exposition and framework as well as the analytical result of the impact of the 
financial sector reforms and their implications on the development banking in India in 
post-liberalisation regime. The pre-view of chapters is provided in the following 
paragraphs. 
Pre-view of Chapters 
The entire thesis is bifurcated into ten chapters in accordance with the needs 
and relevance. The first chapter is the introductory background with research 
fi-amework and design. The chapter consists of the statement of problems, review 
of literature, objectives of the study, need and importance of the study, 
methodology and hypotheses substantiated and supported by the description and 
analysis based on the relevant statistical tools. 
The second chapter deals with the brief overview of financial sector reforms 
in Mdia focusing on the evolution, objectives of reforms, achievements, stage wise 
developments, and the current scenario. The third chapter describes the 
development banking in Lidia: an overview, which states the evolution of the 
concept, decadal developments, achievements and varied dimensions of 
development baking business in hidia. 
The fourth chapter is a comprehensive outline on the impact of financial 
sector reforms on the all India development banking. The qualitative and 
quantitative estimates of the pre and post-liberalisation regime vis-a-vis 
development banking and financial sector reforms have been described with a 
bifurcation of four stages of development banking in India on account of overall 
performance and working. Chapter five analyses the impact of financial sector 
reforms on the overall lending activities of development banking in general and 
individual cases of few development banks in particular. The chapters sixth, 
seventh, eighth and ninth are the incisive analysis and interpretation of region, 
sector, industry, purpose and component wise lending activities of development 
finance in India in pre and post reforms period with separate case of Industrial 
Development Bank of India (IDBI). In fine, the final chapter comes out with the 
summary of the research as a whole, with the major findings of the study, 
suggestions and recommendations and the direction for fijture researches. 
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CHAPTER! 
INTRODUCTORY BACKGROUNDAND 
FRAMEWORK OF THE STUDY 
1.1. Introduction 
The Indian financial system of the pre-reform period essentially catered 
to the needs of planned development in a mixed-economy framework where 
the Government sector had a predominant role in the economic activity. As part 
of planned development, the macro-economic policy in India moved from 
fiscal neutrality to fiscal activism. Such activism meant large developmental 
expenditures, much of it to finance long-gestation projects requiring long-term 
finance. The sovereign was also expected to raise funds at fine rates, and 
understandably at below the market rates for private sector. 
Financial sector reforms, as a matter of fact, are at the center stage of the 
economic liberalization that was initiated in India in mid 1991. This is partly 
because the economic reform process itself took place amidst two serious crises 
involving the financial sector: at the first instance, the balance of payments 
crisis that threatened the international.credibility of the country and pushed it to 
the brink of defaultV At the second stance, large-scale pre-emption of resources 
from the banking system by the government to finance its fiscal deficit, 
besides, excessive structural and micro regulation also inhibited financial 
innovation and increased transaction costs. Relatively inadequate level of 
prudential regulation in the financial sector; poorly developed debt and money 
markets; and outdated technological and institutional structures. It made the 
capital markets and the rest of the financial system highly inefficient, buffeted 
the crisis deepen further to feint the economy at a critical juncture. 
It was only in July 1991 that the paradigm shift in the economy took 
place with the introduction of New Economic Policies (hereafter NEPs) 
focusing on financial sector reforms to create an efficient competitive and 
stable financial sector^, which could then contribute in greater measure to 
stimulate growth. Concomitantly, the monetary policy framework made a 
phased shift from direct instruments of monetary management to an increasing 
reliance on indirect instruments. Since the initiation of reforms the Indian 
economy has achieved high growth in an enabling environment of 
macroeconomic and financial stability. 
The post-reform period has been marked by broad-based economic 
reform that has touched every segment of the economy. These reforms were 
designed essentially to promote greater efficiency in the economy through 
promotion of greater competition. The one and a half decades of the post 
reforms have seen major improvements in the working of various financial 
market participants. The government and the regulatory authorities have 
followed a step-by-step approach, although not a big bang one. The entry of 
foreign players has assisted in the introduction of international practices and 
systems. Technology developments have improved customer service. Some 
gaps however still remain. On the whole, the cumulative effect of the 
developments since 1991 has been quite encouraging. An indication of the 
strength of the reformed Indian financial system can be seen from the way 
India has been growing incredibly achieving approximately 9.4 percent growth 
in GDP. The projection of GDP growth in the 11* plan is 10 percent on an 
average; no mean achievement by any standard for any individual economy. 
1.2. Statement of Problem 
Financial sector reforms have its ultimate impact on banking sector 
especially development banking in India .^ The last decade of the 21^' century 
witnessed the maturity of India's financial markets. Since 1991, all the 
governments; both state and central, took major steps in reforming the financial 
sector of the country. The last few years witnessed a consecutive decrease in 
the sanctions and disbursements of the development banks and in case of 
performance they are still going ahead due to diversification and other 
strategies. Since liberalisation, the pattern and trends in sanctions and 
disbursement is continuously changing. The backward areas are found to be 
neglected by these primary sources of their development funds. 
As a result of the financial sector reforms and follow up activities, the 
development banks in India are now converting themselves towards pure 
commercial banks, which is already in later stage of development in India. The 
changing trends of these institutions have not happened by a single incident but 
it was the result of the policies initiated by the government from time to time to 
safeguard the interest of public without any forward looking to the future. The 
various committees, such as, Narasimham Committee (1991 and 1997)"^ , set up 
for the revival of banking sector and financial institutions in India 
recommended strongly to convert all these financial institutions into NBFCs or 
commercial banks to avail the cheep sources of funds, which are already 
available in the market, and also to enable them for the survival in the future. 
However, these banks have now entered into a new era of business forte, 
which enabled them to be more competitive, and to dominate in the financial 
market with their strong capital base, which has already been developed by 
them through their sound institutional set up and framework. But the modus 
operandi of these banks is now continuously changing towards class banking, 
targeting only a particular class. However, the current pattern and trends in the 
business dimensions of these development banks are now going to achieve high 
growth rate through their high degree of operational efficiency and strong 
marketability and efficiency. 
These aspects of problems regarding their operational highlights and 
contributions to the institutional development of Indian economy, changing of 
their policy matters due to the reformist movement of the total economy, 
achievements in institutional building are going ahead to the mark-up. 
Therefore, it is necessary to recheck the activities of these development banks 
in the new era of third generation reforms, which seem to be more reliable for 
further development for both the economy without omitting the concept of 
welfare state. 
The thesis in question would seek to go into the nitty-gritty of the 
aspects pertaining to the financial sector reforms vis-a-vis the modus operandi 
and their performance appraisal in the post economic reforms era. The 
following paragraphs present a comprehensive literature review on financial 
sector reforms and their impact on various institutions especially the 
Development Financial Institutions (hereafter DFIs) in India. 
1.3. Review of Literature 
A good number of studies have been conducted in the areas of both 
financial sector reforms and their impact on development banking in India, 
consisting of number of research articles, books, theses and various other 
government and non-government publications. Notwithstanding the fact, the 
studies are comparatively a few in the particular area, which have combined 
both impacts of the reforms and its impact on development banking. The 
present research work is related to both the aspects of development banking 
and reforms. The following comprehensive review of literature is discussed in 
two categories i.e. reforms related and banking and development finance 
related. 
1.3.1. Review of Literature on Financial Sector Reforms: 
Peter Lawrence, Ibotombi Longjam^, (2003), in their paper entitled 
"Financial Liberalization In India: Measuring Relative Progress" analyse different 
aspects of the development of India's financial sector particularly after 1990 
when financial liberalization began, focusing on the ratios of private sector 
credit to GDP, liquid liabilities of the financial sector to GDP, commercial 
bank assets to total banking sector assets, and stock market capitalization to 
GDP. The authors provide evidence that though there is a general rise in the 
trends of all the financial indicators, yet liquid liabilities and private credit 
grew slowly after financial liberalization. However, the bank assets and stock 
market capitalization have shown significant increases during the 1990s. The 
cross-country analysis shows that Indian performance in the financial sector is 
slow compared to the high-income and fast growing countries. Thus keeping in 
view the current trend of Indian performance in the financial sector, this paper 
calls for greater attention to the development of India's banking and financial 
institutions. 
Another study on banking sector reforms is of Jayanth R. Varma, V. 
Raghunathan, A.Korwar and M.C. Bhatt^, (1992). The authors make an 
attempt to give some additional ramifications and suggestions agreeing with the 
general thrust of the Narasimham Committee Report. This analyse some 
possible fallout from implementing the report. The authors agree with the view 
that control of banking system should be under an autonomous body supervised 
by the Reserve Bank of India (hereafter RBI). However at the level of 
individual banks, closer scrutiny of lending procedures may be called for than 
is envisaged in the report. They recommend freeing up the operation of pension 
and provident fund to enable at least partial investment of such funds in risky 
securities, such as, equity shares and innovative investments and venture 
capital. In the corporate sector, the current 2:1 debt equity norm is too high and 
not sustainable in the long term. The study envisages that high debt levels and 
higher interest rates, combined with higher business risk may result in greater 
incidence of corporate sickness. This may call for various schemes for 
retrenched workers and amendment to land laws for easy exit of companies. On 
account of interdependencies across different policies, any sequencing of their 
implementation may be highly problematic. The study also therefore suggests a 
near simultaneity in the implementation of various reforms in order to build up 
a momentum which would be irreversible if people are to have confidence that 
the reforms will endure. 
Jayanth R. Varma^, (2002), in his paper brought to fore that hopes that 
were raised by the impressive progress in the initial years of the reforms have 
not been fulfilled. The state has not relinquished its grip on the financial sector. 
Except in isolated pockets, competition has not been unleashed in the financial 
sector on a scale sufficient to produce visible benefits in terms of efficiency, 
innovation and customer service. The paper outlines the unfinished agenda of 
reforms in the financial sector. The most important and urgent task that remains 
to be done is that of dismantling the structural and micro regulations that have 
accumulated over several decades of a command economy. The author 
emphasizes on the pressing problems of the financial institutions need to be 
addressed by radical restructuring, downsizing of the balance sheet, re-
capitalization and eventual privatisation. All quantitative credit controls and 
measures related to direct credit should be withdrawn. The payment system 
must be modernized rapidly by the rapid adoption of technology. 
Jayanth R. Varma , (1997) in his another study evaluates the context 
of the relatively recent deregulation of interest rates in India, and analyses the 
structure and inter-relationships of money market interest rates and studies the 
extent to which covered interest parity holds in India. The paper shows that 
there was a major structural break in September 1995 when in the wake of 
turmoil in the foreign exchange markets, covered interest arbitrage came into 
play in a big way for the first time. However, the covered parity violations also 
reflect distortions in the money market rates and in the formation of 
expectations. Though the money market is free from interest rate ceilings, 
structural barriers and institutional factors continue to create distortions in the 
market. Apart from the overnight inter-bank (call market) rate, the other 
interest rates in the money market are sticky and appear to be set in customer 
markets rather than auction markets. It concludes with an assumption that a 
well-defined yield curve does not therefore exist in the Indian money market 
One of the important studies on Indian policy reforms was made by 
Singh Nirvikar, Srinivasan T. N ,^ (2002). The authors in the paper 
endeavoured to focus upon the different dimensions of economic reforms in 
India. The paper examines several dimensions of economic reform in India, in 
the context of the country's federal system and of globalization, i.e., it 
explicitly recognize that the national government has sub national governments 
below it, and that all these layers of government simultaneously interact with 
foreign governments and corporations in a global economy. It also examines 
two groups of reforms, the first involving redrawing of state-market 
boundaries, and the second is concerned with reconfiguring federal institutions 
themselves. The first group includes financial sector reforms, assignment of 
regulatory powers, infrastructure reform and development, and privatization. 
The second group of reforms includes tax reforms, reform of center-state fiscal 
transfer mechanisms, and local government reforms. To some degree, these 
reforms in federal governance hold the key to opening the door to further 
reform elsewhere, by reducing the fiscal burden placed on the private sector by 
government deficits. The paper further discusses the possibility that growing 
regional inequalities might require the intergovernmental transfer system to be 
more efficient and effective in its objectives. 
A study on impact of liberalisation of Sonia Bhalotra'", (2002) assesses 
changes in the level and structure of employment and wages in India, relating 
them to trends in productivity. The discussion is set in the context of the on-
going economic reforms in India. It therefore focuses on developments through 
the 1980s and 1990s relative to the previous period. In reviewing available 
studies of liberalization and the labour market in India, the paper argues that 
they suffer from a failure to recognize the importance of theory in formulating 
hypotheses and in offering a framework within which to cast opposing views. 
The study has made an attempt to discern important features of the data and to 
summarize what have been learnt so far, while delineating directions (and 
methods) for further research. It is important to stress that it is almost 
impossible to ascribe causality to relations that describe changes that have 
occurred since the start of the reform process and to note that the reforms are 
still in progress. It concludes that the experience of economic liberalization in 
India appears to have been better than in many other countries. In the economy 
as a whole, the worker-population ratio fell in the mid-90s after having 
increased for the previous two decades. The unemployment rate increased at 
this time but it is unclear whether this signifies a lengthening of unemployment 
spells and a worsening of job opportunities or whether it simply denotes a 
greater degree of transitional or frictional unemployment as labour is 
reallocated towards the more productive sectors. Average daily earnings per 
person per annum in the economy increased at a significant pace in rural and 
urban areas and for men and women. Poverty incidence declined. The paper 
has pointed to directions for further research, which remains very relevant as 
the reforms are continuing. 
Mishra Raj", (1999), in his paper highlights two key elements of the 
impact of liberalisation and privatisation that are considered being crucial for 
political intervention by the people at this time. In the backdrop of the East 
Asian, Russian, and Brazilian crisis, and the impending crisis in the world 
economy, India is anxiously waiting for what may come its way next. The 
study describes the political and bureaucratic barriers in the passage of the 
economic reforms in India that delayed India's economic growth. The study 
further focuses to reiterate that the time is now to put the war on poverty on the 
agenda. It is time to stop treating this as a policy objective, but to make this the 
program in itself This means that it is necessary to elaborate on the strategy 
and tactics of this war, and to organise people behind this. 
The study on efficiency evaluation of banks in the post liberalisation 
regime authored by Paroma Sanyaland, Rashmi Shankar'^, (2005), 
investigates the impact of the 1991 financial sector liberalization on bank 
performance in India. The policy makers in developing countries have had to 
confront the issue of financial sector reform and resilience in the light of recent 
crises in East Asia and Argentina. In addition to the potential role as growth 
facilitator, an effective and robust financial sector is widely agreed to be a pre-
requisite of capital account liberalization especially relevant issue in India, still 
in the process of integrating with global financial markets after one and a half 
decades of reforms following the 1991 balance-of-payments crisis. The 
analysis clarifies both the extent to which reforms have been effective and the 
strategies that have yielded the highest dividend. The empirical strategy is 
novel in the paper. The variables have been developed which include measures 
of competition and diversification that permit us to distinguish between greater 
profitability through enhanced productivity as well as through output 
expansion. The measures of performance of the researchers include 
productivity, profitability and spreads. The estimation sample contains the 
universe of 299 banks operating in India over the period 1991 - 2001. The 
main results of the study are that reforms have significantly enhanced the 
productivity of private banks vis-a-vis public sector banks. Total assets and 
total credit advanced have grown over the sample period. The authors found 
that the foreign banks outperform Indian private banks, and overall 
competitiveness has improved. Increased competition has had a stronger 
positive effect on the productivity of domestic banks than on foreign banks. 
Foreign banks outperform Indian private sector banks. Also the authors found 
that profitable banks are more likely to be leveraged, to have a diverse range of 
output, to be operationally efficient, and to have high spreads. 
Another study on economic reforms and Foreign Direct Investment 
(hereafter FDI) by Chandana Chakraborty, Peter Nunnenkamp'^ (2006), 
describes the FDI has boomed in post-reform India. Moreover, the composition 
and type of FDI has changed considerably since India has opened up to world 
markets. This has fiielled high expectations that FDI may serve as a catalyst to 
higher economic growth. The study also assesses the growth implications of 
FDI in India by subjecting industry-specific FDI and output data to Granger 
Causality tests within a panel co integration framework. It turns out that the 
growth effects of FDI vary widely across sectors. FDI stocks and output are 
mutually reinforcing in the manufacturing sector. In sharp contrast, any causal 
relationship is absent in the primary sector. Most strikingly, the report finds 
that only transitory effects of FDI on output in the services sector, which has 
attracted the bulk of FDI in the post-reform era. These differences in the FDI-
growth relationship suggest that FDI is unlikely to work wonders in India if 
only remaining regulations were relaxed and still more industries opened up to 
FDI. On the other hand, the results clearly suggest that the currently prevailing 
euphoria about FDI in India rests on weak empirical foundations. However, 
these undisputable achievements of the post liberalisation globalization seem to 
be highly concentrated in a few clusters, both region-wise and industry-wise, 
whereas large parts of the economy provided by far less favourable conditions 
for FDI to have stronger growth effects. 
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An evaluation of financial liberalisation has been critically done by 
Ghosh Jayati''*, (2005). The author criticizes the neo-liberal economic reform 
programme which entailed a changed relationship of government interaction 
with economy and polity. It was not a "withdrawal of the state" so much as a 
change in the character of the association. Thus, while the state effectively 
reneged on many of its basic obligations in terms of providing its citizens 
access to minimum food, housing, health and education, it was still the case 
that state actions were essential in determining the way in which markets 
functioned and the ability of capital to pursue its different goals. Government 
and bureaucracy remained crucial to economic functioning; in fact the overall 
context became one of greater centralisation of economic and financial power. 
Many had believed that a "retreat of the state" and the exposure of the economy 
to the discipline of the market would cut out arbitrariness of decision-making 
and the corruption that is inevitably associated with it. The paper also criticizes 
the overall, financial sector reforms took place as partial fulfilment of the steps 
towards globalisation which affected the financial institutions and commercial 
banks that run away from common people from their fundamental implications. 
The study on co-operative banks under reform agenda by Dr K 
Ramesha^ ,^ (2003), discusses about extension of financial sector reforms 
programme mainly the prudential standards to cooperative banking segment on 
par with commercial banks. Logically, if the prudential standards, and 
supervision and regulation for cooperative banks were same as that of 
commercial banks, then there would not be any difference worth mentioning 
between these entities other than the holding pattern. The notion of a code of 
good practices though intuitively appealing, the temptation to prescribe 
universally valid model codes which do not allow for differences in 
institutional development, legislative framework, and more broadly different 
stages of development must be avoided. The increasing external intervention 
in the era of reforms, many a times beyond the functional aspects of 
cooperative banks has resulted in the dilution of cooperative character in terms 
of their adherence to cooperative principles. The paper identifies several broad 
areas for the intervention of researchers under three categories, i.e., prudential 
standards, professional management and governance, supervision and 
regulation against the backdrop of financial sector reforms. While maintaining 
the thrust on cooperative character throughout the discussions, it is argued that 
if cooperative character of credit cooperatives is to be preserved or promoted, 
then the prudential norms, system of governance and supervision and 
regulation, all should emanate from the guiding principles of cooperation. 
The Task Force Report*^, (2006), on Economic Reform in India, 
documents current conditions and catalogues still-needed reforms across India. 
The central question is not what needs to be done. The authors find that there 
are pockets of irmovation throughout the economy, such as, the government's 
use of the Internet to fight corruption, but much of the population continues to 
live in shockingly bad conditions. Moving India forward is one of the great 
opportunities of the early 21st century. India is emerging as an important 
trading partner and as a political counterbalance to Chinese power in Asia - but 
its power depends on its ability to continue growing. 
An assessment of total bankmg sector reforms by Sayuri Shirai , 
(2001), states that in many cases, the timing of financial sector liberalization 
coincided with that of capital account liberalization. Domestic banks were 
given access to cheap loans from abroad and allocated those resources to 
domestic production sectors. The paper focuses on India's banking sector, 
which has been attracting increasing attention since 1991 when a financial 
reform programme was launched. It assesses whether the reform programme 
has been successful so far in restructuring public-sector banks and if so, what 
elements of the programme have contributed. This paper tackles the said 
fundamental questions. 
The World Bank Report on Financial Sector Reforms by Precis, an Oed 
Study ^^(1998), commends on financial sector assistance. It endorses that an 
emerging wisdom sectoral reform is a long, complex process that requires a 
sustained commitment by the Bank. As the Asian crisis continues to unfold, the 
Bank needs to acquire a deeper understanding of the dynamics of sectoral 
reform. The track record suggests, in fact, that financial reform has fallen on 
hard times both across countries and at the Bank. The study further finds that in 
only 12 of 23 sample countries outcomes of financial sector policy and/or 
institutional reform can be deemed satisfactory. Financial systems throughout 
the world have now been undergoing rapid change; technological, institutional, 
and competitive for the past 15 years. The shift toward financial deregulation 
and liberalization across the global community has led increasingly to financial 
integration which has brought crisis to some countries unprepared for it, and 
highlights the fragility of the financial sectors of some others. 
Another policy review study of Raghuram Rajan, Shah Ajay '^(2003) 
reveals that the financial sector reforms of the last decade have often been 
responses to short-term problems. In this article, the authors try to refocus on 
the two fundamental issues offering some proposals for metrics, which can be 
used to create a 'report card' about how the financial sector is faring, which is 
focused on these issues. Information processing takes place well when 
economic agents have sound incentives for engaging in information processing. 
Every aspect of financial sector policy should be judged in terms of its impact 
upon the incentives of actors and the impact upon information processing. The 
study admits that India has a sound foundation of institutional capacity and 
market design on the equity spot and derivatives markets. The paper, argues 
that disentangling these problems is closely related to the question of making 
the arms length securities markets function better, and exploiting their strengths 
in information processing and risk taking. The study further highlights that 
there are considerable problems in the regulation of banks, insurance 
companies and pension funds. The study concludes that in these areas, there is 
a complex combination of problems including the moral hazard of government 
guarantees (implicit or explicit), public sector ownership, and a regulatory 
stance that stifles innovation, information processing and risk-taking. There is a 
need to initiate a broad range of initiatives in disentangling these problems of 
these three groups of finance companies, obtaining a sound regulatory 
architecture, and obtaining world class regulations and regulatory capacity. 
Mohan Rakesh (2006^ ") (2005^'), made an effort to illustrate that, 
India's path of reforms has been different from most other emerging market 
economies. It has been a measured, gradual, cautious, and steady process, 
devoid of many flourishes that could be observed in other countries. In his first 
paper (2005) he argues that reforms in the financial sector and monetary policy 
framework have been a key component of the overall reforms that provided the 
foundation of an increased price and financial stability. Reforms in these 
sectors have been well sequenced, taking into account the state of the markets 
in the various segments. The paper concludes that as the economy ascends a 
higher growth path, and as it is subjected to greater opening and financial 
integration with the rest of the world, the financial sector in all its aspects will 
need further considerable development, along with corresponding measures to 
continue regulatory modernization and strengthening. 
His one more research paper (2006 ), analyses all the current both 
micro and macro fast developments in terms real, external, fiscal. It envisages 
the route towards the further developments through widening the reforms 
agenda towards all areas of economy. The paper summarises that Indian 
economy maintained impressive growth performance during 2005-06 so far. 
However the paper concludes that the financial sector has remarkable 
achievements in India's financial development and it gives further way to 
improve the efficiency in all the segments of the country's economy. 
In the paper of Prema-Chandra Athukorala and Kunal Sen , (1997), 
the determinants of private corporate investment in India with emphasis on the 
implications of the policy reforms initiated in 1991 has been covered. The 
results suggest that the net impact of the reforms on corporate investment has 
been salutary. The adverse impact of the decline in public investment has been 
outweighed by the positive effects of the decline in the cost of capital and 
favorable changes in investor perception brought about by the reforms. While it 
is not possible to generalize from a single country case, the results cast doubt 
on the existing cross-country evidence of a negative impact of structural 
adjustment reforms on private investment. 
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An analysis of the financial liberalisation by Hrushikesh Mallick, 
Shashi AgarwaP'', (2005), attempts to evaluate the impact of short-term real 
interest rate on growth rate in India in a liberalized financial and trade regime 
(1993-94 to 2005). The study finds that interest rate does not have a direct 
impact; rather it may have an indirect and adverse impact on growth rate 
through the transmission channel of bank credit, thereby neither supporting the 
arguments advocated by Keynesians nor the explanations offered by the 
proponents of Financial Liberalisation School. The authors suspect that this 
incredible result may be due to the poor quality of credit disbursal of the 
banking sector in India or low credit off take for productive investment 
purposes. As investment, an important determinant of economic growth is 
governed by a host of other factors. Rather, it is the growth rate of export, 
which has got significant impact on growth rate in a financial-trade liberalized 
regime, strengthening the export-led growth hypothesis in the Indian context. 
Therefore, the study emphasizes that financial liberalisation has to come with 
other required reforms or policy changes for hastening the process of growth. 
As banks are an integral part of financial system, the central bank which is the 
apex and coordinator of the banking system has to be very cautious about its 
policy exercises for ensuring the sustainability of the banking system as a 
whole in the country as their inefficiency may result in precautionary effect on 
the whole economy or the breakdown of the financial system in the country. 
Francis A. Menezes , (1996), in his study on implication of 
liberalisation narrates that since its financial crisis in 1991, India has slowly 
travelled down the path of economic liberalization and structural adjustment. 
Though India has followed these programs, the study tries to criticize and find 
out what has been the impact on the nation and whether the economic 
liberalization brings economic equity, prosperity, and growth for all or it led 
India down the path towards Armageddon. With the financial crisis radiating 
from South East and East Asia, one continually hears economists and financial 
leaders pressing these countries toward liberalization of their economies, under 
the dictation of the International Monetary Fund (hereafter IMF). The study 
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finds that yet, in tlie drive for such austere programs, the people those most 
affected and bearing the greatest burden are forgotten. The notion of economic 
liberalization is heavily skewed not only in its origins, but also in its practice. 
And finally it suggests that the greatest proponent of this liberalization is the 
IMF though the IMF is supposed to represent the global community, for all 
practical purposes. The IMF takes its "marching orders" from the U.S. 
Department of Treasury and other Western finance ministries. 
One of the significant studies of Patnaik Prabhat , (1999), criticize 
that the term "financial sector reforms" is a euphemism for "financial 
liberalisation" which the Breton Woods institutions have been advocating for 
Third World economies, and which a host of them as well as former socialist 
countries like Russia have actually adopted. The essence of financial 
liberalisation consists in three sets of measures; first, to open up a country to 
the free flow of international finance. Secondly, to remove controls and 
restrictions on the functioning of domestic banks, and other financial 
institutions so that they get properly integrated as participants in the world 
financial markets. Thirdly, to provide autonomy from the government to the 
central bank so that its supervisory and regulatory role vis-a-vis the banking 
sector is dissociated from the political process of the country, and hence from 
any accountability to the people. As against such a regime, the real alternative 
to the deregister strategy of the Nehruvian kind lies elsewhere. If land reforms, 
larger public investment and social expenditure financed by direct taxes on the 
rich and decentralized decision-making by elected bodies constitute the core of 
an alternative development strategy, then the appropriate financial regime must 
be one that dovetails with this alternative strategy. Subordination of finance to 
the needs of production is an essential condition of growth. This is what 
underlay the Asian miracles and this is also what the Indian deregister strategy 
brought about. The problem with the latter was not this fact of subordination 
but the fact that the strategy itself was at fauh. The paper also stresses and 
suggests that it has to be replaced by a democratic re-distributive strategy, and 
the direction of financial reforms must be, such as, to serve such a strategy. In 
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other words, what are needed are financial reforms in keeping with an 
alternative democratic strategy, not financial liberalisation. 
B.B. Bhattacharya, Sabyasachi Kar , (2006), in their study with 
regards to measure the performance of the Indian economy during the last 
quarter of a century have brought it to the forefront of discussions on 
development economics. The authors state that barring China, no other country 
has evinced as much interest in its growth performance as India has, 
particularly in the context of its adopting market friendly reforms since the 
nineties. Part of this interest is due to the fact that even after growing at a fast 
rate to become one of the largest economies in the world, the Indian economy 
still has large reserves of untapped human resources and productivity 
enhancing capabilities to grow even faster and in a sustained manner. The 
crucial issue is whether the economy is on track to achieve such growth rates in 
the future. This study looks at the future grovrth prospects of the Indian 
economy based on the forecasts of a macro-econometric model. The study 
forecasts a sharp deterioration in the external balances during the eleventh plan 
period. The study further warns that unless the capital balance remains robust, 
the economy may not be able to sustain high oil prices in the long run. 
Lahiri K Ashok , (2006), in his paper examines the future steps for 
India's sustained development in the ongoing reforms agenda, through its 
major sub-sectors; Banking, Insurance, Pension and Capital markets. The study 
critically evaluates the issues and challenges for of India's future reforms that 
maintained the comparison between the world scenarios with Indian outward 
investment policies. The study is an empirical work on the issues related with 
Indian currency crisis and its solution for recovery. 
The assessment made by Panagariya Arvind^ ,^ (2001), in his paper 
concludes that if India grows at 6 percent per armum on a sustained basis it will 
take 14 years to reach the current level of per capita income of People's 
Republic of China, 36 years to reach Thailand's, and 104 years to reach that of 
the United States. Thus, the need for accelerated growth can hardly be 
overemphasized. The study finds at the same time, the task of implementing 
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reforms in a democracy is complex. Therefore, tliose wishing for rapid reforms 
will need to be patient. The good news, however, is that the experience of the 
past decade shows that change can occur. The study suggests that the success 
of the reforms in delivering growth and poverty reduction must make the road 
to future reforms less bumpy. The study further realizes that the support for 
reforms today, though far from universal, is fortunately much stronger than it 
was 10 years ago. 
An international comparative study of Philip Arestis^ ,^ (2000), begins 
with an examination of the experience of a number of countries that 
implemented financial reforms and were faced subsequently with severe 
financial crises followed by a discussion of the theoretical problems of the 
model that underpins the reforms which is essentially the model based on the 
work of McKinnon^* (1973) and Shaw (1973^ )^. It summarizes that the 
worldwide financial reforms and financial liberalization in particular; have 
been at the root of many recent cases of financial and banking crises. In several 
countries financial reforms allowed real interest rates to reach levels exceeding 
20 percent per armum in some cases; in other cases, banking and financial 
crises led to currency crises. National governments either abandoned attempts 
at implementing financial liberalization (some countries even re-imposed 
controls) or were forced to intervene by nationalizing banks and guaranteeing 
deposits. 
The two comparative studies of developing countries with special 
reference to India made by T.G. Arun J.D. Turner"'"', (2002), and R.N. 
Agarwal^ ^ (2002), are based on the premise that the success or failure of 
financial sector reforms depends heavily on country specific factors. The 
studies make an attempt to examine these factors in the Indian context. The 
financial sector reforms analyzed in the papers include the deregulation of 
interest rates, increasing competition and foreign ownership, and the 
introduction of financial supervision. The studies further argue that an 
economic rationale for a gradualist approach to financial reform is that it is 
stability enhancing. Furthermore, the studies suggest that India's complex 
political economy has resulted in a gradual approach to reform, and this 
approach has been successful along the dimension of banking stability. But the 
second study has a set of objective to analyze the impact of financial sector 
reforms in India during 1990s on the development of its financial system and to 
assess the possible vulnerability of the Indian economy to financial crisis as it 
integrates into the world economy. The Indian financial system is found to 
have integrated itself, though mildly, with the rest of the world in terms of trade 
flows, flow of foreign capital and interactions on the stock markets. The studies 
pointed out that the Export growth has declined drastically in the last two years. 
Saving rate has not increased in the recent past and the ratio of hot money to 
the foreign exchange reserves has crossed the danger level of 60 percent 
resulted in providing a mixed picture of the Indian economy. 
One more relevant study on the same aspect authored by Philip A 
Restis, Panicos Dem Etriades, Bassam Fattouh, Kostas Mouratidis , 
(2002), provides a novel assessment of the effects of several types of financial 
policies on financial development in six countries. Specifically, it uses a new 
data set on interest rate restraints and reserve and liquidity requirements for a 
period of forty years, the collection of which represented a major research 
effort. It utilizes modern time series methods to examine the effects of financial 
policies on financial development, controlling for the level of economic 
development. The empirical findings demonstrate that the real interest rate has 
a positive and significant long run effect on financial development in four out 
of the six countries examined and no significant effect in the other two cases. 
Interestingly, it finds that while financial restraints in some cases have negative 
direct effects, there are also cases where their effects are positive. Thus, the 
empirical findings demonstrate that the main predictions of the financial 
liberalisation literature do not receive full empirical support, a result that is 
consistent with the prevalence of financial market imperfections. 
Ali AtauUah, Tony Cockerill and Hang Le^ ,^ (2000), in their paper 
provide a comparative analysis of the evolution of the technical efficiency of 
commercial banks in India and Pakistan during 1988-1998, a period 
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characterized by far-reaching changes in the banking industry brought about by 
financial liberaHsation. Data Envelopment Analysis is applied to two 
alternative input-output specifications to measure technical efficiency, and to 
decompose technical efficiency into its two components, pure technical 
efficiency and scale efficiency. The study also checks the consistency of the 
estimated efficiency scores by examining their relationship with three 
traditional non-frontier measures of bank performance. In addition, the study 
examines the relationship between bank size and technical efficiency. The 
study further finds that the overall technical efficiency of the banking industry 
of both countries improved gradually over the years, especially after 1995. 
Unlike public sector banks in India, public sector banks in Pakistan witnessed 
improvement in scale efficiency only. It also finds that banks are relatively 
more efficient in generating earning assets than in generating income. The 
study finally attributes this to the presence of high non-performing loans. 
Christian Roland , (2006), in his paper states that India and China 
both have started banking sector reforms after decades of heavy state 
involvement. This paper takes a comparative perspective on the reforms in the 
two countries by analyzing the reform progress made since the early 1990s 
along the lines of the policy recommendations of transformation studies, 
evaluating the results using the CAMEL framework, and discussing political-
economy factors that may have contributed to the respective reform outcomes. 
The key findings are: India and China have followed most of the policy 
recommendations in the areas of liberalization, institution building and 
structural change, while privatization of state-owned banks has lagged in both 
countries. India has generally proceeded faster with banking sector reforms and 
outperforms China on most indicators. From a political economy perspective, a 
common restraining factor on the reforms are the ailing state-owned enterprises 
that lack hard-budget constraints, and the influence of interest groups in areas, 
such as, privatization and directed credit, while the political system appears to 
be less important than commonly assumed. This paper also contributes to the 
scarce comparative literature on banking sector reforms in India and China in 
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three ways: it provides an evaluation along the lines of transformation studies 
on the reform process in the two countries, performance indicators are used to 
provide a holistic view on the relative performance of the two banking sectors, 
and political economy factors affecting reform outcomes are evaluated in a 
systematic manner. The analysis showed that the reforms in both countries 
have proceeded quite far and that many of the general policy recommendations 
have been followed. There were however important deviations in areas, such 
as, stabilization, directed credit and privatization. A likely reason is higher 
pressure from interest groups in these areas, and the close connections between 
the ailing SOEs and state-owned banks. In terms of performance, the Indian 
banking sector is on most indicators ahead of the Chinese banking sector. 
Several implications for policy makers arise from the reform experiences in 
India and China. 
Ligang Song^ *, (2005), in his paper states that China has taken a 
cautious approach to financial market liberalization, opting to delay major 
reforms until after the liberalization of goods and other factor markets was 
complete. While the reform program may be following the generally preferred 
sequence, evidence suggests that the financial sector is lagging well behind 
other parts of the economy. A modern, well-functioning financial system is an 
essential part of a market economy, and China has arrived at the stage where 
further financial market reform is critical to its ability to achieve greater 
structural economic change. 
After the comprehensive review of literature focusing mainly on 
financial sector reforms, a review is made with regard to significant literature 
available on banking and development finance in the following paragraphs. 
II. Banking and Development Finance: 
The report of working group under the chairmanship of Shri, N. 
Sadasivan , (2004), has a set of objectives for DFIs, such as, to review the 
experience of DFIs, which have transformed as banks; to indicate the status and 
prospects of those DFIs, which are moving in a similar direction and to assess 
the financial position and the regulatory framework in regard to all the existing 
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Financial Institutions (hereafter FIs). The reports recommends a regulatory 
framework for DFIs in the above light after assessing the current status and 
keeping in view the need to bring them under the overall regulatory framework 
of Non-Banking Finance Companies (hereafter NBFCs), but treating the DFIs 
as a separate category. 
The Group examined in depth the issues flagged by the terms of 
reference, by consulting several experts in the field of DFIs and NBFCs and 
perusing the available literature on the subject. The Group studied the evolution 
of DFIs in India in the post independence period as well as elsewhere in the 
world and the effects of the developments in financial sector on these 
institutions during the same period. The experience gained in conversion of one 
of the DFIs into a bank and the useful lessons learnt from such conversion have 
been captured for future reference. The Group has attempted to delve into the 
debate raging for and against the sustainability of DFI model and has 
endeavoured to suggest a way forward, according to the need and imperatives 
of the current situation and the unfolding scenario. The Group has scanned the 
existing regulatory framework for DFIs and has suggested an appropriate 
framework for DFIs, under the changed circumstances. The Working Group 
has also analyzed some issues, relating to large NBFCs and RNBCs and 
studied various options, for mitigating the concerns arising from this sector. 
In one of his speeches Dr. Reddy Y.V'*'*, (1999), strongly advocates that 
DFIs should find it easier to move towards universal banking in future, as 
reserve requirements are brought down. On the issue of reserve requirement on 
stock of liabilities of DFIs, a view is expressed that such reserve requirements 
be applied only on incremental liabilities. The suggestion would appeal as a 
good bureaucratic solution for a DFI problem, but one should pause and 
consider its acceptability as a defensible and true prudential measure. He 
expressed that DFI should be permitted to become universal bank immediately 
with a pre-determined timeframe in which reserve requirements are to be met 
by DFIs notwithstanding a few felt that DFIs operations themselves are 
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hindering the development of corporate debt market. There are extreme views 
also that the demise of DFIs is imminent and the issue is rebirth. 
Laveesh Bhandari, Sudipto Dasgupta, Shubhashis Gangopadhyay'*\ 
(2003), in their study evaluate the role of DFIs in India for the period 1989-97 
by examining how firms' investment decisions are affected by their ability to 
access DFIs. The study finds that firms that had prior access to DFIs continue 
to receive funds from these sources only if they can be classified as a priori 
more financially constrained. Access to DFIs for funds spurs investment. These 
results suggest that DFI lending is not governed by considerations of lobbying, 
precedence or even to sponsor particular types of projects that might be socially 
desirable but not privately profitable. Rather, the primary role of DFIs has been 
to reduce financial constraints faced by firms. The study also finds that the 
drastic contraction of long-term bank lending to industry in India in the early 
nineties had adverse consequences for firms that were particularly bank-
dependent, but only if these firms could be classified as a priori more 
financially constrained. The study concludes by a supporting view that contrast 
to firms in well-developed capital markets, in emerging markets, firms with 
growth potential are likely to rely significantly on debt financing, especially 
debt that is channelled through financial intermediaries. 
The joint paper of Jayant Sathaye and Ashok Gadgil"*^ , (1999), was 
prepared as an account of work sponsored by the United States Government. 
The paper states that IDBI is the premier institution in India purveying 
financial assistance to the industrial-sector projects. Its annual lending amounts 
to $6 billion, recognizing the need to increase lending for energy efficiency and 
environmental management projects. . 
Maitin P Tarkeshwar'* ,^ (1967), describes the relevant statistics and 
facts as regards the development financing as well as institutional financing by 
taking case studies of some selected banks but not of development banks in 
India. He reveals that the achievement of India's rapid industrialization is made 
through institutional assistance and that too investible funds, investible 
industrial securities, underwriting of securities and terminal loans and therefore 
23 
it is necessary to enhance the scope for further sectors where the funds are 
required notwithstanding the fact that they are still last resort to the countries 
industrial development. 
Another relevant study on development finance in India is of Prabhu 
Narain Singh'*'*, (1974), who describes the role of development finance in a 
country like India and its historical roots of Indian development banks as well 
as other planned developing countries. The role has emphasized up on rapid 
industrialization, entrepreneurship initiation in both developing and 
underdeveloped countries. It outlined the role of these financial institutions in 
promoting capital markets and rather than capital formation. 
Louis Perroy'*^ , (2005), in his comprehensive study narrates that Asset 
and Liability Management (hereafter ALM) is extremely important for the 
management of financial institutions. Institutional investors typically have 
medium to long-term liabilities (e.g. pensions are times for future retirement), 
and the duration and return of assets held will have to match these. This 
exercise typically involves the use of projection models and assumptions. 
Climate change has an impact on world climate today. This impact grows with 
the continual emission of greenhouse gas in the atmosphere. The frequency and 
intensity of weather extremes may increase with climate change and this will 
affect most sectors of the economy. This, report focuses on analyzing the 
impacts that climate change may have on assets, liabilities and the ALM of 
financial institutions. 
Another important book on institutional financing is of Bhupat 
Maganlal Desai, John W. Mello/^ (1993). The authors discuss about 
vertical integration and density of coverage and multi-product structure of 
formal rural financial institutions and transaction cost profitability, economics 
of scale and their effects on development a case study of agriculture and about 
the response of rural demand for advances and loans. 
Das Abhiman, Nag Ashok, Ray Subhash^ ,^ (2004), in their paper 
estimates and analyzes various efficiency scores of Indian banks during 1997-
2003 using Data Envelopment Analysis (DBA). During the 1990s India's 
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financial sector underwent a process of gradual liberalization aimed at 
strengthening and improving the operational efficiency of the financial system. 
It is observed, none the less, that Indian banks are still not much differentiated 
in terms of input or output oriented technical efficiency and cost efficiency. 
However, they differ sharply in respect of revenue and profit efficiencies. The 
results provide interesting insight into the empirical correlates of efficiency 
scores of Indian banks. JBank size, ownership, and the fact of its being listed on 
the stock exchange are some of the factors that are found to have positive 
impact on the average profit efficiency and to some extent revenue efficiency 
scores. In fine the study observed that the median efficiency scores of Indian 
banks in general and of bigger banks in particular have improved considerably 
during the post-reform period. 
The report of ADB, edited by Nihal Kappagoda''^, (2001), is based on 
the multilateral development banks all over the world and the functioning of 
those banks according to the effectiveness of multilateral borrowing and 
lending. It examines history, structure, functioning, and development of the 
Inter-American Development Bank (IDE). Major focus is on evaluating IDE's 
effectiveness in promoting economic growth, reducing poverty, and improving 
social (i.e., welfare) indicators". It gives an idea about multilateral development 
finances in Asia as well as other nations. The report is a short reference for 
borrowing country wise experience, resource mobilization and looming 
development challenges for the Asian development 
The reports of UNIDO ^ (^1997 and 1998), on Industrial Development 
provide annual description and analysis of industrial development on both a 
global and a regional scale. The 1997 Report addresses the challenge of 
diminishing global economic expansion and the falling per capita income of 
many developing countries by focusing on the long-term dynamics of 
investment and economic growth. As its central message, it emphasizes the 
crucial importance investment as a necessary condition for economic growth. It 
is a crucial report upon the global industrial finances through development 
financial institutions all over the world. 
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J^ : 
Sayuri Shiraf''*', (2004), in his paper argues that India should build an 
infrastructure that will foster sound capital markets and strengthen banks' 
incentives for better risk management and highlights that India's financial and 
capital market reforms since the early 1990s have had a positive impact on both 
the banking sector and capital markets. Nevertheless, the capital markets 
remain shallow, particularly when it comes to differentiating high-quality firms 
from low-quality ones. While some high-quality firms (e.g., large firms) have 
substituted bond finance for bank loans, this has not occurred to any significant 
degree for many other types of firms. This reflects the fact that most bonds are 
privately placed, exempting issuers from the stringent accounting and 
disclosure requirements necessary for public issues. As a result, banks remain 
major financiers for both high- and low-quality firms. The paper has found that 
the weaker substitution relationship for bank loans reflects their short-term 
nature as a result of the intervention policies of previous governments. As the 
reforms make further progress, banks should be expected to lengthen the 
maturity of credit as they diversify. The poor infrastructure is evidenced by the 
frequent cases of malpractice and price manipulation. The results of this study 
reinforce the need for further financial and capital market reforms with an 
emphasis on infrastructure building. 
Saibal Ghosh^', (2000), in his paper examines the interaction between a 
bank and a development financial institution (DFIs) in a macroeconomic set-up 
both of them can lend for working capital and investment finance purposes. 
The analysis reveals that the reduction in the interest rate premium on bonds 
over the deposit rate is an important pre-requisite for the DPI to raise its market 
share in both investment finance and working capital lending. Also, greater 
corporate access to bond financing raises investment, output and the bond rate 
of interest. 
Addison Tony, Mavrotas George and McGillivray Mark^ ,^ (2005), 
have contributed a contemporary study on the international development 
finance. The paper states that understanding the development effects of official 
aid is crucial to build a better bridge between research and policy. The paper 
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further reviews the current evidence regarding the impact of aid on growth and 
poverty reduction, and develops a new narrative. In the light of this narrative, 
the paper then examines aid trends, focusing on the regions of sub-Saharan 
Africa and the Pacific. The paper then turns to recent discussion of new and 
innovative sources of development finance and considers how research has 
influenced the policy debate through a recent UNU-WIDER study for the UN 
General Assembly. 
Shah Ajay^ ,^ (1998), in his paper begins discussion from the impact of 
the East Asian crisis that led to heightened interest in the financial sector. The 
paper has documented a remarkable episode, from 1993 to 1996, when State 
interventions had a profound impact upon market quality on India's equity 
market. Over this period. Security Exchange Board of India (hereafter SEBI) 
rose from dormancy, and three new securities market institutions were created 
- National Stock Exchange (hereafter NSE) and National Security Depository 
ltd (NSDL). These changes have taken place over an extremely short-time 
period. On the subject of the equity market, the two central questions in the 
reforms agenda concern the initiation and expansion of exchange-traded 
derivatives, and a complete transition to rolling settlement. 
In India, the financial sector (and securities markets in particular) 
attracted heightened attention from policy makers in the aftermath of the Scam 
of 1992. The paper summarizes the changes that took place in two ways. The 
first consists of asking how elements of market design have changed. Improved 
ideas in market design should generate lower transactions costs using the 
qualitative classification used. The paper also focuses upon the role of financial 
institutions in capital market and mainly highlights the impact of financial 
sector reforms in institutional development in capital market in India. As a 
consequence of the reforms, India's debt market is much less vulnerable to 
systemic crises. However, it is concluded that the reforms have failed to obtain 
a liquid, efficient bond market. 
Octavio B. Peralta^ "*, (2003), in his study states that the Asian financial 
crisis placed a new emphasis on corporate governance in Asia and the Pacific. 
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At the center of the crisis were companies and conglomerates, owned and 
controlled by generations of families and interlocking interests, which were 
brought up in a relationship-based (rather than market-driven) environment. As 
promoters of economic growth, DFIs in the region took a central role in 
advocating corporate governance reforms, but DFIs cannot succeed in 
promoting good corporate governance within the Asian business community 
until they establish effective governance mechanisms within their own 
structures. National DFIs were set up by their governments as specialized 
financial institutions to provide long-term financing and technical assistance to 
sectors that promote the country's economic development and growth but 
which are not normally looked after by commercial banks that are in their 
formative years. DFIs have an important role to play in a country's 
development and are an integral part Of its financial system. In some countries, 
DFIs are deemed "trailblazers" in the sense that they finance start-up projects 
that other financial institutions shy away from because of inherent risks and 
long-term gestation. 
Capital Plus^ "^ , (2004), refiects in their study the collective thought and 
work of the members of the Development Finance Forum, as developed in the 
course of their annual meetings, it has been concluded that in various sections: 
Development finance institutions have a permanently pioneering institutional 
role and must be managed accordingly, Access to financial services is a 
necessary but not sufficient aspect of poverty alleviation. Development finance 
must also be defined as building social capital. Development finance 
institutions should be responsible for effective financial stewardship and 
demonstrating social impact and must innovate continually in order to stay 
relevant to mission and market. Growth of the development finance field 
requires promotion of social entrepreneurship and appropriate governance 
systems in order to manage the tensions between markets and public purpose in 
a transparent marmer. 
Report on global development finance of World Bank '^'(2004) is one 
of the significant studies on the changing face of world development finance as 
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an impact of liberalization. The external financing environment facing 
developing countries has brightened. In 2003, as global growth gained 
momentum, private capital flows to developing countries increased to US$200 
billion-their highest level in five years. Harnessing these gains to promote long-
term investment and growth is the key theme of the report. With analysis 
spanning the range of flows from short-term trade to long-term infrastructure 
finance, it enables government officials, economists, investors, financial 
consultants, academics, and policymakers in the development community to 
better understand, manage, and promote the key challenge of financing 
development in today's globalised environment. 
Don Hanna'^ ,^ (2003), analyses the standards of Indian banking after 
liberalisation and traces satisfactory changes. It is also about the banking 
system which consists of Bank Operating Standards, Prudential Standards, 
Governance Standards and Internal Standards. The paper finds that the 
disparities are high across banks. Return on Equity (hereafter RoE) respectable, 
average Return on Assets (hereafter RoA) looks comparable. Operating cost 
controls look reasonable. Provision expenses look reasonable, and Non 
Performing Liabilities' (NPLs) aren't outsized, but growth Gross Domestic 
product (hereafter GDP) hasn't slowed. The study recommends for future, there 
are regulatory needs for environment consolidated supervision, risk-based 
supervision; prompt corrective action, legal basis for collection and 
restructuring, greater reliance on private monitoring, improved information, 
and exit policy for banks. 
Based on the comprehensive review of literature on financial sector 
reforms and development finance the Researcher has endeavoured to identify 
the research gap for carving out the need and importance of the present study. 
1.4. Research Gap, Need and Importance of the Study 
From the forgoing reviews it peters out that the studies made on the 
areas of both financial sector reforms and its impact on banking and 
development banking are very few. Most of the studies deal with the varied 
29 
dimensions of banking sector with less emphasis on the special case of 
development banks. No study has been found to make according to the new era 
of financial sector reforms and its impact on Indian development banking. The 
current scenario of development banking in India has on the one hand 
witnessed a high degree of operatiorial efficiency due to the overall financial 
liberalisation resulted in cross border fiow of investments and 
multidimensional business forte but on the other hand the basic objective of 
development banking has been dismantled. Thus the study makes an earnest 
attempt to trace out the major impacts of the financial sector reforms on various 
activities of All India Development Banks (hereafter AIDBs) since 
liberalisation for globalisation. Therefore the present study is a bit different 
from all the previous research analyses that emphasized on the varied 
dimensions of overall reforms agenda. 
1.5. Scope of the Study 
The study on financial sector reforms and its impact on development 
banking would cover a span of two and a half decades, i.e. from 1981 to 2006. 
This span of period would be more than sufficient to find out the trends in 
performance related aspects of development banking vis-a-vis the financial 
sector reforms particularly, banking sector reforms, insurance sector reforms, 
capital market reforms. The Researcher is fully aware about the fact that the 
whole sale reforms have affected the banking sector, insurance sector and 
capital market. Keeping this in mind the present study has focused mainly on 
these three sectors to find out the impact of the total reforms. The study is 
mainly focusing on the All India Financial Institutions (hereafter AIFIs) in 
general and Industrial Development Bank of India (hereafter IDBI) in 
particular. The Researcher is of a strong opinion that the analyses on the total 
DFIs as a whole and IDBI in particular would be able to represent the 
performance of total Development Financial Institutions especially All India 
Development Banks .The scope can be demonstrated with the following 
objectives. 
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1.6. Objectives of the Study 
• To find out the major impact of financial sector reforms in the working 
of All India Development Banks (AIDBs). 
• To find out the impact of reforms in the total sanctions and disbursement 
of the Development Banks and Development Financial Institutions 
• To analyze the pattern and trends in assistance sanctioned and disbursed 
by all India development banks region specific, purpose wise, 
component wise sector specific and industry specific. 
• To evaluate the performance of all India development banks in the new 
regime of financial liberalization for globalisation. 
• To analyze the degree of changes in the business of financial institutions 
after the reforms and to investigate into the reasons of difference 
between the pre and post reforms performance of both banking and non 
banking businesses. 
• To identify the qualitative and quantitative contributions of these all 
India development banks iii post and pre reforms regime and 
differentiate the major changes due to policy reforms. 
• And finally to make suggestions and recommendations for further 
improvement in the policy reforms for future performance 
1.7. Hypotheses of the Study 
To fulfil the ultimate result of the research the study has been made on 
the basis of certain hypotheses bifurcated into the varied dimensions of 
financial sector reforms that can assure the quality through means of 
quantitative measures. The hypotheses of the study are made according to the 
need and importance of the study. The study has been drawn on the basis of 
trend and pattern of assistance sanctioned in different segments of the 
economy. 
Hypothesis-1: - "The null hypothesis (HQ) of the study assumes that there 
is no significant impact on overall lending activities of the development banks 
during the referred period on account of shift in policy measures as a process of 
financial sector reforms. On the other hand, the alternative hypothesis (Hi) 
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presumes that there is a significant impact of financial sector reforms on overall 
lending activities of the development banks". 
Hypothesis-II: - "The null hypothesis (HQ) of the study assumes that the 
financial sector reforms initiated in July 1991 are not having any significant 
impacts on the region wise lending activities of development banking. On the 
other hand, the alternative hypothesis (Hi) assumes that the impact of reforms 
is significant in region wise lending activities of development banks". 
Hypothesis-Ill: - "The null hypothesis (HQ) presumes that the financial 
sector reforms is not having any significant impact on the sector wise (Private, 
Public, Joint, and Cooperative) lending activities of development banking. On 
the other hand, the alternative hypothesis (Hi) assumes that the impact of 
reforms is significant in case of sector wise lending activities of development 
banks during the referred time span". 
Hypothesis- IV: - "The null hypothesis (HQ) presumes that the financial 
sector reforms are not having any significant impact on the industry wise 
(Agriculture and Food, Industrial goods, Infrastructure, Consumer goods, 
Health care and allied and Others) lending activities of development banking 
since financial liberalisation. On the other hand, the alternative hypothesis (Hi) 
assumes that the impact of reforms is significant in case of industry wise 
lending activities of development banks". 
1.8. Methodology of the Study 
The study is an empirical work based on the secondary data and primary 
data collected from various sources for the fulfilment of veracity and 
truthfulness of analysis to ensure the quality of research 
1.8.1. Collection of Data 
a) Secondary Data 
The secondary data for the study have been collected from various 
secondary sources of information, such as. Published Reports, of Various 
Ministries, Financial Institutions and Various Authorities, Books, Journals and 
periodicals, Research Papers, Published Theses, Articles, Business Dailies, 
Financial Dailies and Websites. 
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b) Primary Data 
For the analysis purpose the primary sources of secondary information 
are being used which are published by the All India Development Banks 
(AIDBs). The various reports, such as, annual reports of Industrial Credit and 
Investment Corporation of India (hereafter ICICI), IDBI, Industrial Financial 
Corporation of India (hereafter IFCI), Small Industries Development Bank of 
India (hereafter SIDBI), Industrial Investment Bank of India (hereafter IIBI), 
and several Reports on Indian Development Banking published by IDBI up to 
2004 are the major sources of materials for analysis. 
1.8.2. Statistical Tools Applied 
The statistical tools that have been used to test the hypothesis are as 
follows. 
1.8.2.1. Regression Technique 
Regression is one of the important techniques of statistical analysis 
which assumes a functional relationship between the one dependent variable 
and independent variable(s). If the number of independent variable is single 
then it is known to be a simple regression and if the one variable is dependent 
with more than one variable (for example: growth rate of Gross Domestic 
Product (GDP) is dependent with a large number of independent factors) then 
it is known as multiple regressions. The title of the present research suggests 
that the variable like lending activity of development banks or performance 
are single dependent variable, whereas there can be many independent 
variables which can affect the activities and performance like time and 
policies^^. The simple regression takes the linear form of functional relations 
like: 
Y=a + bX. Where, Y is the 
dependent variable, 
X is the independent variable, 
'b' is the slope of the straight line 
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'a' is the Y-intercept. 
In case of multiple regressions the functional relation takes the following form: 
Y=a + biX, + b2X2 + bsX^ + ... +b„X, 
Where, Y is the dependent variable 
Xi, X2, XJ,.. Xfj are the independent variables. Bj, b2, bs, ....b„ 
are the respective slope of the independent variables Xj, Xi 
X5 X„, and, 'a' is the Y-intercept. 
In the present study an earnest attempt has been made to use the 
adequate statistical techniques to find the impact of financial sector reforms 
on Indian development banks. For the analysis of impact of reforms in overall 
lending activities which is the major role and objective of development banks 
for the entire two and half decade of development bank; multiple regression 
has been used between the dependent variable "sanctions/ disbursements with 
independent variables 'time' and reform process (dummy variables one and 
two) 
The regression equation that: 
Y = d + pt + ytd 
Where d, P and y are constant and't' = time and'd'=dummy variable. 
For measuring impact of reforms process two dummies are being 
assumed i.e. Dl and D2, where if: 
Di= 1 if Y belongs to 1981 to 1991, '0 ' otherwise 
D2= 1 If Y belongs to 1991 to 2001 '0 ' otherwise 
Regression equation Y = d + pt + ytd would be applied twice to 
find out the impact of reforms where the second dummy represent the impact 
of reforms and the first dummy is to differentiate the pre and post reforms 
period with and without reforms. 
1.8.2.2. R-squared 
The estimates coefficient of determination (R-squared) is alternatively 
known as the goodness of fit. The coefficient of determination in regression 
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analysis measures the strength of hnear relationship between the dependent 
variable and independent variable(s). In statistical terms the coefficient of 
determination gives the picture that; how much is the degree of changes 
caused by a particular amount of variation in independent variables that is 
explained by the regression line. In the present study, r and r are used 
simultaneously for the measurement of coefficient of correlation and 
coefficient of determination. 
1.8.2.3. Independent Sample Test of Significance (T-Test) 
Independent Sample Test of Significance of mean (t-test) for the 
hypothesis testing is being used by the Researcher for test of equality of two 
means. The mean for pre-liberalisation period and post-liberalisation period 
are being tested to know whether the means of two normally distributed 
populations are equal^^. 
There are different versions of the t test depending on whether the two 
samples are: 
a) independent from each other (e.g., individuals randomly assigned into 
two groups) and 
b) paired, so that each member of one sample has a unique relationship with 
a particular member of the other sample 
In the present study the Researcher has used t-test for testing of 
significance of equality independently for each segments of development 
finance, where the pre liberalisation figures and post liberalisation figures are 
significantly matching. If not matching in what basis it is significant 
In case of stage wise investment where the shift of investment is cited 
by checking difference of the means using t-test 
1.8.2.4. F Test 
The Researcher has used F test for further support of test of 
independent samples on pre and post liberalisation figures of development 
finance. In the test, significance of variances is tested. The variances or 
deviation from mean of each segments of development finance have been 
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checked to know whether there is significant difference in mean deviation or 
not^ '^ . 
1.8.2.5. Standard Error of Estimate 
The Se (Standard Error) is similar to the standard deviation in that both 
are measures of dispersion. When the standard deviation, 'a ' measures the 
variation of the observed values from the mean, the standard error of estimate, 
on the other hand, measures the variation of observed figures from regression 
line. The present study has considered the Standard Error Estimate for 
supporting the regression estimate to point out the variability of 
observations^'. 
1.9. Expected Contribution of the Study 
The study is an empirical work based on both the sources of 
information. The study would not be only for the fulfilment of the requirement 
of the academic degree but also it is a part of my social commitment to bring 
out the facts and realities of the financial liberalisation and its influence on the 
socio economic aspects of development banking in India since liberalization. 
The study further makes an attempt to point out and suggest further reforms 
agenda with a combination of welfare and economic benefits of reforms. 
1.10. Limitations of the Study 
The study is based on the activities of development banks in general 
which may differ from individual cases. The Researcher is of the belief that the 
case of IDBI would represent the whole development banks but limitation of 
sample errors may occur. The study basically analyzes the lending activities of 
development banks which would reflect the implication of other activities too. 
However sector specific cases, such as, technological and communication 
development, political environment and competitive business environment 
remain to be studied. The Researcher, notwithstanding the fact opines that the 
present study would be capable enough to pronounce the maximum possible 
outcome of financial sector reforms concerned with the development banking 
in India. The qualitative measures of the impact have been discussed in phased 
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manner and for the analysis the study focuses only on the lending activities of 
development banks which are the basic objective. 
The financial sector reforms are very wider concept where the routine 
changes keep on taking place frequently. The Researcher may not be able to 
consider all the changes. There will be always a gap of time span for further 
studies in future. However on the whole, the result of the study in no way is 
affected. 
1,11. Conclusion 
The reforms initiated in India in the year 1991 followed by the currency 
crisis compelled the liberalisation of financial market. Reforms with a set of 
objectives have revived Indian economy especially the financial market. 
Financial sector reforms have their ultimate impact on banking sector 
especially development banking in India, other than insurance and capital 
market. The last decade of the 21^' century witnessed the maturity of India's 
financial markets. Since 1991, all the governments; both state and central, took 
major steps for reforming the financial sector of the country. Since 
liberalisation, the pattern towards sanctions and disbursement has been 
continuously changing. 
The present study makes an earnest attempt to trace out the impact of 
financial sector reforms on Indian development banking which are based on the 
objective of finding the new dimensions of business sphere. The study has 
identified as to how far those diversifications have caused the deference in 
basic objectives. The Researcher would consider the cases of development 
financial institutions as a whole along with the individual case of Industrial 
Development Bank of India to analyze the impact of reforms. The study has 
covered a span of 25 years which consists 10 years of pre-liberalisation and 
remaining 15 years of post reforms regime. The study is mainly based on 
secondary data with suitable statistical tools to prove the hypotheses designed 
for making the research more pregnant. The next chapter would describe a 
framework of financial sector reforms in India with its basic issues and 
objectives. 
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CHAPTER-II 
THEORETICAL FRAMEWORK AND BACKDROP OF 
FINANCIAL SECTOR REFORMS IN INDIA 
2.1. Introduction 
The preceding chapter discussed the framework and design of the 
research explaining the statement of problem, objectives, hypotheses, literature 
review, scope, and methodology of the study. The present chapter has made an 
attempt to sketch a brief outline of financial sector reforms initiated by 
government of India since 1991. The reform was characterized as a radical shift 
from the whole constitutional perspectives drawn since independence. Strong 
government control was the norm in India's financial sector since 1947. This 
period witnessed government control over all financial institutions, the 
markets, and the government even directed credit programs resulting in highly 
segmented and arguably inefficient markets'. The secondary market of 
Government securities was dormant. Both the money and capital markets were 
underdeveloped. The foreign exchange market was extremely thin, mainly due 
to stringent restrictions under Foreign Exchange Regulation Act (FERA). 
Moreover, the basket-linked exchange rate was administered and the financial 
markets stood segmented. Though the regulated environment brought a 
considerable growth in the financial sector, the desired level of efficiency was 
absent always. 
India's efforts of reforms was clearly a journey on the way of many 
developing countries which implemented financial sector reforms since late 
1980s as part of broader market oriented economic reforms. India initiated the 
financial liberalization in 1991 followed by a comprehensive package of 
financial sector reforms . In order to build an efficient financial market in 
terms of operation and allocation by allowing the market forces to determine 
both rates and volumes in different segments of the market. Opening of several 
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sub sectors of the financial system to the private sector, deregulation of interest 
rates and a greater market orientation for financial institutions as regards both 
sources and placements of funds were the initial outcome of the reforms"^ . Now, 
after one and half decades since the financial sector reforms, India has to deal 
with a number of issues both at micro and macro levels, especially issues raised 
regarding social sector development, employment generation, poverty 
eradication and infrastructure development. 
In the wake of balance of payment crisis, the need for a policy shift had 
become evident. As many countries in East Asia achieved high growth and 
poverty reduction through policies that emphasized greater reforms and export 
orientation and encouragement of the private sector. India took some steps in 
this direction in the 1980s, but it was not until 1991 that the government 
signalled a systemic shift to a more open economy with greater reliance upon 
market forces, a larger role for the private sector including foreign investment, 
and a restructuring of the role of government. 
The economic reforms of 1990s took place braving two contemporary 
crises in the financial sector; the crisis of balance of payments that threatened 
India's international credibility and pushed the country to the currency crisis, 
and the grown threat of insolvency confronting the banking system which had 
for years concealed its problems with the help of defective accounting 
policies'*. 
Moreover, financial sector also faced a host of chronic and deep-rooted 
problems that affected the national economy in the early nineties. The problem 
of financial repression in the sense of McKinnon-Shaw^ induced by 
administered interest rates pegged at unrealistically low levels. Large scale pre-
emption of resources from the banking system by the government to finance, 
its fiscal deficit, excessive structural and micro regulation, which inhibited 
financial innovation and increased transaction costs. Relatively inadequate 
level of prudential regulation in the financial sector, poorly developed debt and 
money market and outdated technological and institutional structures that made 45 
the capital markets and the rest of the financial system highly inefficient. 
Financial sector reforms have therefore been an important part of the overall 
reform process. 
However, even after 15 years to reforms, a number of deep-rooted 
problems remain unresolved in the financial sector, despite showing impressive 
progress in the initial years of the reforms. The state has good control only on 
some isolated pockets of the financial sector and competition has not been 
limited in the financial sector on a scale sufficient to produce visible benefits in 
terms of efficiency, irmovation and customer service. One can see that the 
reforms have brought in high growth in an environment of macroeconomic and 
financial stability. These were broad-based economic reforms that touched 
every segment of the economy and were designed essentially to promote 
greater efficiency in the economy through promotion of greater competition. 
The story of Indian reforms is by now well documented.^Nevertheless, what is 
less appreciated is that India achieved this acceleration in growth while 
maintaining price and financial stability. 
As in table 2.1 the total growth rate was achieved almost on an average 
of 9 percent for the third phase of reforms. Table also points out that the total 
annual grow1;h rate of pre and post reform period has a significant change in its 
pattern. In a sharp contrast, growth in the 1990s was accompanied by 
remarkable external stability despite the East Asian crisis. Poverty also 
declined significantly in the post-reform period according to some studies . As 
a result of the growing openness^, India was not protected from global and 
domestic shocks occurred since the second half of the 1990s, including a series 
of financial crises in Asia, Brazil and Russia, 9/11 attacks in US, border 
tensions, sanctions imposed in the aftermath of nuclear tests, political, 
uncertainties, changes in Government, and the current oil shock. Nonetheless, 
stability could be maintained in financial markets. Indeed, inflation has been 
contained since the mid-1990s to an average of around five percent, distinctly 
lower than that of around eight per cent per annum over the previous four 
decades. At the same time, the health of the financial sector has recorded very 47 
significant improvement. 
Table-2.1 
India's Growth Performance (% per Year Pre and Post-
Liberalization) 
compound Average Annual Growth Rate of Total GDP Pre-Reform Period (1970 to 1991) 
Combined Years 
1970-72 to 1980-81 
1981-82 to 1990-91 
Total GDP 
Growth Rate 
3.2 
5.7 
Sectoral Growth of GDP 
Agriculture 
2.0 
3.8 
Industry 
4.0 
7.0 
Services 
7.2 
6.7 
Total GDP Average Annual Growth Rate of Post-Reform Period (1992 to 2007) 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
1.3 
5.1 
5.9 
7.3 
7.3 
7.8 
4.8 
6.5 
6.1 
4.4 
5.8 
4.0 
8.5 
7.5 
9.0 
9.2 
-1.1 
• 5.4 
3.9 
5.3 
-0.3 
8.8 
-2.4 
6.2 
0.3 
-0.1 
6.3 
-7.0 
10 
0.0 
6.0 
2.7 
-1.0 
4.3 
5.6 
10.3 
12.3 
7.7 
4.3 
3.7 
4.8 
6.5 
3.6 
6.6 
6.6 
9.8 
9.6 
10.0 
4.8 
5.4 
7.7 
7.1 
10.5 
7.2 
9.8 
8.4 
10.1 
5.5 
6.8 
7.9 
9.1 
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Source: Compiled By the Researcher from a) Economic Surveys (various issues). Ministry Of Finance, 
Government of India, b) RBI Handbook of Statistics on Indian Economy (Different Years), RBI, 
Mumbai. 
As far as the mode of reforms is concerned, India's root has been very 
much different from most other emerging market economies. It has been a 
measured, gradual, cautious, and steady process, considering of many 
flourishes that could be observed in other countries. It is clear that reforms in 
the financial sector and monetary policy framework have been a key 
component of the overall reforms that provided the foundation of an increased 
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price and financial stability. Reforms in these sectors have been well 
sequenced, taking into account the state of the markets in the various segments. 
The main objective of the financial sector reforms in India initiated in the early 
1990s was to create an efficient, competitive and stable financial sector that can 
be contributed in greater measure to stimulate growth. India included in its 
reform program a near complete revival of the banking system and the capital 
markets relatively early in the process with reforms in insurance introduced at a 
later stage. 
The banking sector reforms also show a special indigenous touch in 
contrast to other developing countries, especially in the policy towards public 
sector banks that dominate the banking system. The government has announced 
its intention to reduce its equity share to 33.33 percent, but this is to be done 
while retaining government control. Therefore, efficiency improvements of the 
banking system will depend on the ability to step up the efficiency of public 
sector banks. 
Banking sector reforms included^ (a) measures for liberalization, like 
dismantling the complex system of interest rate controls, eliminating prior 
approval of the Reserve Bank of India for large loans, and reducing the 
statutory requirements to invest in government securities; (b) measures 
designed to increase financial soundness, like introducing capital adequacy 
requirements and other prudential norms for banks and strengthening banking 
supervision; (c) measures for increasing competition like more liberal licensing 
of private banks and freer expansion by foreign banks. These steps have 
produced some positive outcomes. There has been a sharp reduction in the 
share of non-performing assets in the portfolio and more than 90 percent of the 
banks now meet the new capital adequacy standards. 
Still one can doubt that whether government control can be made 
consistent with efficient commercial banking because bank managers are 
bound to respond to political directions if their career advancement depends 
upon the government. Even if the government does not interfere directly in 
credit decisions, government ownership means managers of public sector banks 
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are held to standards of accountability. It tends to discourage with rules and 
procedures, and therefore it discourage innovative decision making and make 
the regulatory control difficult to exercise. As the public sector banks cannot be 
closed, those performing poorly are regularly re-capitalized and this obviously 
weakens market discipline, since more efficient banks are not able to expand 
market share. 
Privatization, though feasible politically, is at least necessary to consider 
intermediate steps that could spur efficiency within a public sector 
framework^ °. Another key factor limiting the efficiency of banks is the legal 
framework, which makes it very difficult for creditors to protect their claims. 
The government has recently introduced legislation to establish a bankruptcy 
law that will be much closer to accepted international standard. Though this 
would be an important improvement, it needs to be followed by reforms in 
court procedures to cut the delays that are a major weakness of the legal system 
at present. 
The focus on stock market reforms was given following a stock market 
scam'' in 1992, which shed light on serious weaknesses in the regulatory 
mechanism. The government established a statutory regulator, formed rules and 
regulations governing various types of participants in the capital market. Also 
the activities like insider trading and takeover bids, introduced electronic 
trading to improve transparency in establishing prices, and dematerialized 
shares to eliminate the need for physical movement and storage of paper 
securities. Effective regulation of stock markets requires the development of 
institutional expertise, which necessarily requires time, but a good start has 
been made and India's stock market is much better regulated today than in the 
past. This is to some extent reflected in the fact that the need for the arrival of 
foreign institutional investors to the country. 
At the onset of reforms, the insurance sector (including pension 
schemes) was a public sector monopoly, and an expert committee'^  
recommended the need to open the sector to private insurance companies in 
1994. However, there was strong political resistance. It was only in 2000 that 
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the law was finally amended to allow private sector insurance companies, with 
foreign equity allowed up to 26 percent, now proposed to be 49 percent to enter 
the field. An independent Insurance Development and Regulatory Authority 
(IDRA) have now been established. The development of an active insurance 
and pensions industry offering attractive products tailored to different types of 
requirements could stimulate long-term savings and add depth to the capital 
markets. However, these benefits will only become evident over the time. Thus 
the financial sector reforms should be discussed under the following important 
heads 
a) Banking sector reforms 
b) Capital market reforms 
c) Insurance sector reforms 
d) Other reforms 
2.2. Banking Sector Reforms and Development 
There is an intimate interlink between finance and growth. As the 
economy grows and becomes more sophisticated, the banking sector has to 
develop in a manner that it supports and stimulates such growth. With 
increasing global integration, the Indian banking system and financial system 
have to be strengthened so as to be able to compete. India has had more than a 
decade of financial sector reforms during which there has been substantial 
transformation and liberalization of the whole financial system. It is, therefore, 
an appropriate time to take stock and assess the effectiveness of the approach. 
It is useful to evaluate how the financial system has performed in an objective 
quantitative manner. This is important because India's path of reforms has been 
different from most other emerging market economies: it has been a measured, 
gradual, cautious, and steady process, devoid of many flourishes that could be 
observed in other countries. Two phases can be seen in the total financial sector 
reforms, especially banking sector reforms. The following is a detailed 
discussion of these phases. 
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2.2.1. First Phase of Banking Sector Reforms (1991 to 1997) 
Both the economic crisis faced by the government and the crisis 
developed in the national banking sector had taken place almost 
simultaneously, towards the end of the 1980s. Thus the government, just after 
implementing reforms in the Economic Front, undertook comprehensive 
Reforms in the Financial and Banking Sector. 
Financial Institutions and Commercial Banks come under direct 
functional and regulatory control of the Reserve Bank of India. Up to 80 
percent of the banking is owned by the Goveniment of India, while Finance 
Ministry exercises a significant control over the Public Sector banks. Reforms 
that require amendment to existing banking law or enactment of new 
legislation are only within the ambit of the Government of India (e.g. 
constitution of Debt Recovery Tribunal). Here there is need to look into the 
roles of both the RBI and the Government of India in the implementation of 
banking reforms. 
2.2.2. Decontrol and Competition 
Initial efforts aimed at banking reforms witnessed very slow pace in its 
implementation as well as its public acceptance. Decades of non-commercial 
orientation, directed lending, loan waivers and increasing non-performing 
assets had made banks difficult to adjust to the reform culture and a market 
environment having strict prudential norms. However, the emerging results 
suggest that banks are beginning to adapt to the competitive environment and 
face the challenge. Now they have to learn assessment of their problems and its 
resolution through direct initiatives and efforts, without depending on RBI and 
Government of India. 
In the period 1995-96 many steps were taken to reduce controls and 
remove operational constraints in the banking system in order to provide for 
operational freedom and develop a competitive spirit. These include interest 
rate decontrol, liberalization and selective removal of Cash Reserve Ratio 
(CRR) stipulation, freedom to fix foreign exchange open position limit and 52 
enhanced refinance facilities against government and other approved securities. 
Direct Steps initiated by RBl'^ during the period 1992-95 under the spirit of the 
policy of deregulation representing the same spirit as that of the Banking 
Reforms, are briefly summarized. 
2.2.3. The Narasimham Committee Report (I) 
The financial sector reform started in 1991 following the Narasimham 
Committee recommendations''', which chiefly dealt with the banking sector. 
Meanwhile, the banking sector reforms were initiated in 1992, and in the first 
phase it provided necessary platform to the banking sector to operate on the 
basis of operational flexibility and functional autonomy. That resulted in 
enhancing efficiency, productivity and profitability. The reforms brought out 
structural changes in the financial sector, eased external constraints in their 
working, introduced transparency in reporting procedures, restructuring and re-
capitalization of banks and have increased the competitive element in the 
market. The salient features of these reforms include: 
• Phasing out of statutory pre-emption - The SLR requirement have been 
brought down from 38.5 percent to 25 percent and CRR requirement from 
7.50 percent to 5.75 percent, (at present 5 percent) 
• Deregulation of interest rates - All lending rates, except for lending to 
small borrowers and a part of export finance, were de-regulated. Banks 
determine interest on all deposits except on savings deposits. 
• Capital adequacy - CAR of 9 percent prescribed with effect from March 31, 
2000. 
• Other prudential norms - Income recognition, asset classification and 
provisioning norms has been made applicable. The provisioning norms are 
more prudent, objective, transparent, and uniform and designed to avoid 
subjectivity. 
• Debt Recovery Tribunals - 22 DRTs and 5 DRATs have already been set 
up. Comprehensive amendment in the Act has been made to make the 
provisions for adjudication, enforcement and recovery more effective. 
• Transparency in financial statements - Banks have been advised to disclose 
certain key parameters , such as, CAR, percentage of NPAs, provisions for 
NPAs, net value of investment, Return on Assets, profit per employee and 
interest income as percentage to working funds. 
• Entry of new private sector banks - 9 new private sector banks were set up 
with a view to induce greater competition and for improving operational 
efficiency of the banking system. Competition was introduced in a 
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controlled manner and today there are nine new private sector banks and 36 
foreign banks in India competing with the public sector banks both in retail 
and corporate banking 
• Functional autonomy - The minimum prescribed Government equity was 
brought to 51 percent. Nine nationalized banks raised Rs. 2855crores from 
the market during 1994-2001. Banks Boards have been given more powers 
in operational matters, such as, rationalization of branches, credit delivery 
and recruitment of staff. 
• Hiving off of regulatory and supervisory control - Board for financial 
supervision was set up under the RBI in 1994 classifying the regulatory and 
supervisory functions. 
Indian banking sector has achieved significant progress in recent years. 
It is almost at par with international counterparts in prudential norms, 
accounting and disclosure standards and risk management practices. The 
financial soundness and enduring supervisory practices as evident in India's 
level of compliance with the Basle Committee's*' Core Principles for Effective 
Banking Supervision have made the banking system resilient to global shocks. 
The need for further refinements in the regulatory and supervisory practices has 
been recognized and steps are taken by RBI to move towards the goal in an 
organized manner without destabilizing the system. Success of the second 
phase of reforms will depend primarily on the organizational effectiveness of 
banks, for which the initiatives will have to come from banks themselves. 
Imaginative corporate planning combined with organizational restructuring is a 
necessary pre-requisite to achieve desired results. Banks need to address 
urgently the task of organizational and financial restructuring for achieving 
*' The Basel Committee, established by tlie central-banl<; Governors of ttie Group of Ten 
countries, Belgium, Canada, France, Germany, Italy, Japan, Luxembourg, the Netherlands, 
Spain, Sweden, Switzerland, United Kingdom and United States.) At the end of 1974 for 
international settlement, meets regularly four times a year. It has about twenty-five technical 
working groups and task forces that also meet regularly. The present Chairman of the 
Committee is Mr Nout Wellink, President of the Netherlands Bank, 
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greater efficiency. Following are reforms adopted in the rural and co-operative 
banking sector, which have far reaching effects: 
• All banks - public, private or foreign - have achieved the over all target of 
priority sector for the last 3 years. 
• NABARD's resource base has been considerably augmented and its paid-
up capital has been increased from Rs.lOOcr in 1991-92 to Rs.lOOOcr at 
present, while its overall resource position has been enhanced substantially 
by other means as well. NABARD has sanctioned and disbursed 
Rs.l9849cr and Rs.l0078cr respectively to various State Governments 
under RIDF I to VII, as on 30th September 2001. 
• Share of commercial banks, cooperatives and RRBs in the production credit 
amounted to 38 percent, 55 percent and 7 percent respectively 
• There are 196 RRBs functioning in 26 States (including 3 newly created 
states) covering 495 districts with a network of 14311 branches. Number of 
profit making RRBs increased from 44 to 172 during 1996-1997 to 2000 to 
2001 and the amount of profit of RRBs increased from Rs.69.68 crores to 
Rs.681 crores during the same period. 
2.2.4. Second Phase of Reforms (1997 Onwards) 
The major achievement of second phase of financial sector reforms is 
the setting up of Narasimham committee on banking sector in 1997 submitted 
his report soon after the establishment with a set of recommendations for ths 
affluence of banking sector. This has played an impor^ftn|,f©M i n ^ l 
further government control and deregulation. 
2.2.5. The Narasimham Committee Report (II) ' I 
The second committee on banking sectofv reforms headed ^y', Mr. 
Narasimham presented its report to the Government ih April f99B..Maijy''bf its 
recommendations have been accepted and are under implementation process. 
The Committee was asked;'^ 
• to review the progress of reform process in the banking sector over the past 
six years with particular reference to the recommendations made by the 
Committee on the Financial Sector Reforms in 1991, and 
• to chart a programme on Financial Sector Reforms in order to strengthen 
India's financial system and make it internationally competitive taking into 
account the vast changes in the international and financial markets, 
technological advances and the experience of other developing countries in 
adapting such changes, and to make detailed recommendations regarding 
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the banking policy, institutional, supervisory, legislative and technological 
dimensions. The report recommended the following:-
a) Government should divest its Equity in PSBs 
b) Net NPA to be pegged down to the level of 5 percent by 2000 and 3 
percent soon thereafter\ 
c) The problem of high interest rates 
d) Debt recovery 
e) Recovery ofNPAs - Creation of Asset Recovery Fund (ARF) 
f) The Rural Credit System is in a shambles 
g) Regulatory Authorities 
h) Universal Banking 
i) Challenges Posed by Global Financial Integration 
j) Lending to Corporate Customers and Financing Local Trade, Small 
Industry and Agriculture 
k) Functional Autonomy to Ensure Greater Operational Flexibility 
The main objective of banking sector reforms was to promote a 
diversified, efficient and competitive financial system with the ultimate goal of 
improving the efficiency of allocating resources through operational flexibility, 
improved financial viability and institutional strengthening. The reforms have 
focused on removing financial repression through reductions in statutory 
controls, while stepping up prudential regulations at the same time, interest 
rates on both deposits and lending of banks have been progressively 
deregulated. As the Indian banking system had become predominantly 
government owned by the early 1990s, banking sector reforms essentially took 
a two pronged approach. 1) The level of competition was gradually increased 
within the banking system while simultaneously introducing best international 
practices in prudential regulation and supervision tailored to Indian 
requirements. In particular, special emphasis was placed on building up the risk 
management capabilities of Indian banks while measures were initiated to 
ensure flexibility, operational autonomy and competition in the banking sector. 56 
2) Active steps were taken to improve the institutional arrangements including 
the legal framework and technological system. The supervisory system was 
revamped in view of the crucial role of supervision in the creation of an 
efficient banking system. 
YV Reddy'^ is of a view that the approach towards financial sector 
reforms in India has been based on five principles, (i) cautious and appropriate 
sequencing of reform measures, (ii) introduction of mutually reinforcing 
norms, (iii) introduction of complementary reforms across monetary, fiscal and 
external sectors, (iv) development of financial institutions, and (v) development 
of financial markets. 
It will be interesting to enumerate the unique features of the progress in 
financial sector reforms. 1) Financial sector reforms were undertaken early in 
the reform cycle. 2) The reform process was not driven by any banking crisis, 
nor was it the outcome of any external support package. 3) The design of the 
reforms was crafted through domestic expertise, taking on board the 
international experiences in this respect. 4) The reforms were carefully 
sequenced in respect to instruments and objectives. Thus, prudential norms and 
supervisory strengthening were introduced early in the reform cycle, followed 
by interest rate deregulation and gradually lowering of statutory obligations. 
Now, let's see how useful has been the financial liberalization process in 
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India towards improving the fimctioning of markets and institutions . 1) With 
the development of appropriate market regulation and associated payment and 
settlement systems and the greater integration into global markets, the financial 
markets have witnessed rapid growth and robustness. A range of instruments in 
domestic and foreign currency is traded in financial markets. In addition, the 
market in corporate bonds has been spurred with increased use of external 
credit ratings. Further, derivative products covering forwards, swaps and 
options as also structured products are transacted enabling corporates and 
banks to manage their risk exposures. The market in securitized paper, both 
mortgage-backed and asset-backed securities, has also grown significantly with 
the support of a well-developed credit rating industry. 2) Liberalization in 57 
financial sector has led to emergence of financial conglomerates since banks 
have diversified their activities into insurance, asset management securities 
business. 3) Prudential regulation and supervision have improved; the 
combination of regulation, supervision and a better safety net has limited the 
impact of unforeseen shocks on the financial system. In addition, the role of 
market forces in enabling price discovery has enhanced. The dismantling of the 
erstwhile administered interest rate structure has permitted financial 
intermediaries for lending and deposit taking based on commercial 
considerations and their asset-liability profiles. The financial liberalisation 
process has also enabled reduction in the overhang of non-performing loans: 
this entailed both a 'stock' (restoration of net worth) solution as well as a 'flow' 
(improving future profitability) solution. The latter, on the other hand, 
necessitated changes in the institutional and legal processes that were 
implemented over a period of time. 
2.3. Capital Market Reforms and Developments 
Arthur Lewis'^ observed that rapid capital accumulation (including 
knowledge and skills with capital) is the central fact of economic development. 
The question of capital accumulation immediately focuses attention on how to 
raise resources for investment, and therefore how to increase savings. This in 
turn brings up the question of the role of the financial system, and the best way 
to organize it. The supporters of free market argue that in a competitive and 
well-developed financial system the rate of interest signals profitable avenues 
of investment, thus allocating funds efficiently across different investment 
projects, and also helps raise savings to the required level.'^ 
Since the early 1990s India's financial and capital market reforms have 
had a positive impact on both the banking sector and capital markets. Since 
1992, there has been intensified market reform, resulting in a big improvement 
in securities trading, especially in the secondary market for equity. Most stock 
exchanges have introduced online trading and set up clearing 
houses/corporations. A depository has become operational for scrip-less trading 
and the regulatory structure has been overhauled with most of the powers for sg 
regulating the capital market vested with SEBI. The Indian capital market has 
undergone a process of structural transformation with operations conducted to 
standards equivalent to those in the developed markets. It was opened up for 
investment by foreign institutional investors (FIIs) in 1992 and Indian 
companies were allowed to raise resources abroad through Global Depository 
Receipts (GDRs) and Foreign Currency Convertible Bonds (FCCBs). The 
primary and secondary segments of the capital market expanded rapidly, with 
greater institutionalization and wider participation of individual investors 
accompanying this growth. However, a host of issues still stay blocking further 
improvement of Indian capital market efficiency like lack of confidence in 
stock investments, institutional overlaps, and other governance issues. 
Abolition of capital issues control and the introduction of free pricing of 
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equity issues in 1992 were the major reforms in the capital market. 
Simultaneously the Securities and Exchange Board of India (SEBI) was set up 
as the apex regulator of the Indian capital markets. In the last five years, SEBI 
has framed regulations on a number of matters relating to capital markets. 
Some of the measures taken in the primary market include: 
• Entry norms for capital issues were tightened 
• Disclosure requirements were improved 
• Regulations were framed and code of conduct laid down for merchant 
bankers, venture capital funds, underwriters, mutual funds, bankers to the 
issue and other intermediaries In relation to the secondary market too, 
several changes were introduced: 
• Capital adequacy and prudential regulations were introduced for brokers, 
sub-brokers and other intermediaries 
• Dematerialization of scrips was initiated with the creation of a legislative 
framework and the setting up of the first depository 
• Online trading was introduced at all stock exchanges. Margining system 
was rigorously enforced. 
• Settlement period was reduced to one week; carry forward trading was 
banned and then reintroduced in restricted form; and tentative moves were 
made towards a rolling settlement system. In the area of corporate 
governance: 
• Regulations were framed for insider trading 
Extensive Capital Market Reforms implemented in the 1990s 
encompassed legislative regulatory and institutional reforms. Statutory market 
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regulator, set up in 1992, was suitably empowered to regulate the collective 
investment schemes and plantation schemes through an amendment in 1999. 
Further, the organization strengthening of SEBI and suitable empowerment 
through compliance and enforcement powers including search and seizure 
powers were given through an amendment in SEBI Act in 2002. Although 
dematerialization started in 1997^after the legal foundations for electronic book 
keeping were provided and depositories created the regulator mandated 
gradually that trading in most of the stocks take place only in dematerialized 
form. Till 2001 India was the only sophisticated market having account period 
settlement alongside the derivatives products. Since mid 2001, uniform rolling 
settlement and same settlement cycles were prescribed creating a true spot 
market . 
After the legal framework for derivatives trading was provided by the 
amendment of SCRA in 1999 derivatives trading started in a gradual manner 
with stock index futures in June 2000. Later on options and single stock futui^ es 
were introduced in 2000-2001 and now India's derivatives market turnover is 
more than the cash market and India is one of the largest single stock futures 
markets in the world. India's risk management no systems have always been 
very modem and effective. The Value at Risk (VaR)* based margining system 
was introduced in mid 2001 and the risk management systems have withstood 
huge volatility experienced in May 2003 and May 2004. This included real 
time exposure monitoring, disablement of broker terminals, VaR based 
margining. 
^ Government of India Introduced Depositories Act in 1996 and set up CDSL and NSDL for 
materialization of security transactions. (Security Exchange Board of India in 
http://www.sebi.gov.in/acts/act03a.html) 
*^  Value at Risk is an estimate of the level of loss on a portfolio which is expected to be 
equalled or exceeded with a given, small probability. In other hand it is the maximum loss not 
exceeded with a given probability defined as the confidence level, over a given period of 
time. Although VaR is a very general concept that has broad applications, it is most 
commonly used by security firms or investment banks to measure the market risk of their 
asset portfolios (market value at risk). 
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India is one of the few countries to have started the screen based trading 
of government securities in January 2003. In June 2003 the interest rate futures 
contracts on the screen based trading platform were introduced. India is one of 
the few countries to have started the Straight through Processing (STP), which 
faciUtate a complete automatic process of order flow and clearing and 
settlement on the stock exchanges. 
RBI has introduced the Real Time Gross Settlement System (RTGS)*'* 
in 2004 on experimental basis. RTGS will allow real delivery or payment 
which is the international norm recognized by BIS and IOSCO. To improve the 
governance mechanism of stock exchanges by mandating de-mutualization and 
corporatisation of stock exchanges and to protect the interest of investors in 
securities market the Securities . Laws (Amendment) Ordinance was 
promulgated on 12* October 2004. A Bill has since replaced the Ordinance^"*. 
2.3.1. Recent Initiatives 
a) Securities Contracts (Regulation) Amendment Bill, 2005 
The Securities Contracts (Regulation) Amendment Bill, 2005 was introduced in 
the Lok Sabha on 16.12.2005 pursuant to the announcement in Budget 2005-06 
regarding provision of a legal framework for trading of securitised debt 
including mortgage backed debt. In India, the securitization market remains 
underdeveloped. Although two major legislative initiatives, namely, (a) the 
amendment to the National Housing Bank Act, 1987 (NHB Act) in the year 
2000; and enactment of the Securitisation and Reconstruction of Financial 
Assets and Enforcement of Security Interest Act, 2002, (SARFAESI Act)*^ 
have been taken, the market has not picked up because of the absence of the 
facility of trading on stock exchanges. The potential buyers get discouraged by 
the possibility of having to hold the certificate or instrument in respect of 
*'' Real Time Gross Settlement (RTGS) is an online system for settling transactions of 
financial institutions, especially banks. It is an online system for settling In the net settlement 
system, all the inter-institution transactions during the day 
*^  The Securitization and Reconstruction of Financial Assets and Enforcement of Security ^', 
Interest act extends to the whole of India Under section 69 of Transfer of Property Act, 
securitization transactions till maturity. This, in turn, restricts the growth of 
business of housing finance companies and banks. Keeping in view the 
potential of the securities market for the certificates or instruments under 
securitization transactions, international trends and consultations held with 
major institutional participants and market experts, it was decided to amend the 
SCR Act, inter alias, -
b) Negotiated Dealing System - Electronic Order Matching (NDS-
OM) Launched 
On August 1, 2005, RBI launched the electronic order matching system 
for trading in government securities on its Negotiated Trading System. In the 
first phase, RBI-regulated entities, banks and primary dealers were allowed to 
trade on the system. The system was extended to all insurance entities in 
January.2006. The Union Budget, 2006-07 announced the extension of the 
NDS-OM module to qualified mutual funds (MPs), provident funds and 
pension funds. Accordingly, the RBI, in its Credit Policy"^^Statement 
announced on 18* April, 2006 has proposed: 
• to permit MPs, which are NDS members, to access the NDS-OM module 
with immediate effect. Other MPs would be permitted access by opening 
temporary current/SGL accounts with the Reserve Bank. 
• to permit large pension or provident funds like central board of trustees 
(CBOT) or Seamens' or Coal Miners' funds to access the NDS-OM module 
by opening temporary current/SGL accounts with the Reserve Bank. The 
smaller funds would be allowed access through the CSGL*^ route. 
These arrangements are being made on a temporary basis to enable 
immediate access to new participants to the NDS-OM module. Meanwhile, 
software is being developed to shift all entities, other than banks and PDs, 
which access NDS-OM from current accounts with the Reserve Bank to such 
accounts with commercial banks. 
*^  Constituent Subsidiary General Ledger it facilitate Government securities transactions 
undertaken by the X2SGL Account holders on behalf of its constituents in a smooth seamless 
manner 
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c) Revision in Policy of GDRs/FCCB^^ 
On 31^' August, 2005, the Finance Ministry issued a press note revising 
the ADR/GDR guidelines to make these in consonance with SEBI guidehnes, 
especially with reference to eligibility of issuer or sub-broker. This was aimed 
at eliminating the regulatory arbitrage between the two markets and 
strengthening corporate governance. It was mandated that such companies 
would require prior or simultaneous listing in India. It was clarified through a 
Press Release dated 31 March, 2006 that companies, which have already issued 
ADRs /GDRs and FCCBs must get listed in India within 3 years of having 
started making profit. It was also mentioned that listed companies barred from 
accessing domestic capital would not be allowed to raise funds abroad while 
the pricing of overseas issues was also to be aligned with the norms specified 
by SEBI. Further amendments were initiated in September and November 
2005, and in March 2006. 
Subsequently, it was further decided that companies coming op with an 
offering in the domestic market and a simultaneous or immediate follow on 
offering (within 30 days of domestic issue) through ADR/GDR issues wherein 
GDRs/ADRs are priced at or above the domestic price, would be exempted 
from the requirement of the revised pricing guidelines. Companies going for 
such simultaneous or immediate follow on offering in the ADR/GDR market 
will have to gain SEBI's approval for such issue, so that SEBI can specify the 
percentage to be offered in the domestic and ADR/GDR markets. 
d) Committee on Liberalization of FlI Investment 
The National Common Minimum Programme (NCMP) envisages 
continuation of encouraging FIIs and reduction in the vulnerability of the 
financial system to the flow of speculative capital. While reviewing the 
implementation of NCMP, the Government decided that an Expert Group 
should be formed to assess these issues and draw an Action Plan for time-
bound implementation. Accordingly, a Working Group^ ,^ presented its report 
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Mutual funds were one of the options for Indian investors to invest since 
UTl was established in 1964. The mutual funds have been organized through 
the Indian Trust Acts, under which they have enjoyed certain tax benefits. 
Between 1987 and 1992, public sector banks and insurance companies set up 
mutual funds. Since 1993, private sector mutual funds have been allowed, 
bringing competition to the mutual fund industry and resulting in the 
introduction of new products and improvement of services. The notification of 
the SEBI (Mutual Fund) Regulations of 1993 brought about a restructuring of 
the mutual fund industry. An arm's length relationship is required between the 
fund sponsor, trustees, custodian, and asset Management Company. This is in 
contrast to the previous practice where one body, usually the fund sponsor or 
its subsidiary often performed all the three functions. The SEBI prescribed 
disclosure and advertisement norms for mutual funds, and allowed private 
players to enter the mutual funds sector for the first time. FIIs registered with 
SEBI may invest in domestic mutual funds, listed or unlisted. 
e) Foreign Institutional Investors (FIIs) 
FIIs have been allowed to invest in the Indian securities market since 
September 1992 when the Government issued the Guidelines for Foreign 
Institutional Investment. The SEBI (Foreign Institutional Investors) 
Regulations were enforced in November 1995, largely based on these 
Guidelines. The regulations require FIIs to register with SEBI and to obtain 
approval from the Reserve Bank of India (RBI) under the Foreign Exchange 
Regulation Act to buy and sell securities, open foreign currency and rupee bank 
accounts, and to remit and repatriate funds. Once SEBI registration has been 
obtained, an FII does not require any further permission to buy or sell securities 
or to transfer funds in and out of the country, subject to payment of applicable 
tax. Foreign investors, whether registered as FIIs or not, may also invest in 
Indian securities outside the FII process. Such investment requires case-by-case 
approval from the Foreign Investment Promotion Board (FIPB) in the Ministry 
of Industry and RBI, or only from RBI depending on the size of investment and 
the industry in which the investment is to be made. Investment in Indian 
64 
securities is also possible through the purchase of GDRs. Foreign currency 
convertible bonds and foreign currency bonds issued by Indians that are listed, 
traded, and settled overseas are mainly denominated in dollars. Foreign 
financial service institutions have also been permitted to set up joint ventures in 
stock broking, asset management companies, merchant banking, and other 
financial services firms along with Indian partners. 
f) Budget Proposals ^ ^ 
The Budget 2005-06 proposed and processed various tax and non-tax 
proposals, the summary of which is given below followed by a look into their 
current status of implementation. One time stamp duty exemption on notional 
transfer of assets of mutualised stock exchanges transforming into corporatized 
and demutualised stock exchanges. This has since been done. Appointment of a 
high level expert committee on corporate bonds and securitization to look in to 
legal, regulatory, tax and market design issues in the development of the 
corporate bond market. The report was submitted to Government on 27* 
December 2005 and is under examination. 
Providing a legal basis for legal validity of Over-the Counter derivatives 
to further develop this market. The RBI Amendment Bill to give effect to this 
stands referred to the Standing Committee on Finance. Introduction of gold 
exchange traded funds to provide new saving instruments to households. SEBI 
Board approved this on 30* December 2005 and it would be implemented in 
due course. Amendment of the Income Tax Act, 1961 to provide that trading in 
derivatives in specified stock exchanges will not be treated as speculative 
transaction to further develop the derivatives market. This has since been done 
Presenting Budget 2006-07, the Finance Minister said that the capital 
market has drawn a great deal of attention. The measures taken in the last one 
and half year have deepened, broadened and strengthened the market. It is 
necessary to take more measures. Hence, he proposed to: 
• Increase the limit on FII investment in Government securities from $ 1.75 
billion to $ 2 billion and the limit on FII investment in corporate debt from 
$ 0.5 billion to $ 1.5 billion. 65 
• To raise the ceiling on aggregate investment by mutual funds in overseas 
Instruments from $ 1 billion to $ 2 billion and to remove the requirement of 
10 percent reciprocal share holding 
• To allow a limited number of qualified Indian mutual funds to 
invest cumulatively up to $ 1 billion, in overseas exchange traded funds 
• To set up an investor protection fund under the aegis of SEBI, funded by 
fines and penalties recovered by SEBI. This will bolster confidence among 
retail investors who should be the key drivers of the capital market. 
RBI and SEBI were requested to do the needful in order to materialize 
these Budget announcements. On 5" April 2006, SEBI has increased the FII 
investment limits in government securities and corporate debt as per the Budget 
announcement above^^. 
g) Corporate Bond Markets. 
Dr. R.H.Patil Committee^° had the suggestions which came as Budget-
05-06 proposals to look in to legal, regulatory, tax and market design issues in 
the development of the corporate bond market. The Committee submitted its 
report on 27th December 2005 recommending enhancement of issuer and 
investor bases, simplification of listing and disclosure norms, rationalization of 
stamp duty and withholding tax, consolidation of debt, improving trading 
systems through introduction of an electronic order matching system, efficient 
clearing and settlement systems, a comprehensive reporting mechanism, 
developing market conventions and self-regulation and development of the 
securitised debt market. 
Following FM's Budget 2006-07'^' armouncements, steps are now being 
taken to create a single, unified exchange-traded market for corporate bonds. In 
this context, the Reserve Bank has proposed constitution of a Working Group 
to examine the relevant recommendations and suggest a roadmap for 
implementation. 
h) ' Wh en Issue' Market for Government Securities: 
"When issued" trading implies trading in a futures market where 
positions may be taken and covered before the actual settlement date. Such 
trading takes place between the time a new issue is announced and a time it is 
actually issued. The RBI, in its Credit Policy Statement announced on 18 
April, 2006, has proposed to introduce a 'when issued' (WI) market in 
Government securities in order to further strengthen the debt management 
framework Guidelines covering permissible categories of securities and 
participants, surveillance system, limits on positions, internal control and 
reporting requirements have been prepared in consultation with market 
participants and are being issued separately by the RBI . 
i) Amendments to the SEBI Act, 1992 
The SEBI Board, in its March 2006 meeting, approved the 
recommendations made by the expert group headed by Justice MH Kama , 
who suggested changes in certain provisions of SEBI Act. The board forwarded 
the Kania committee recommendations to the Law Ministry. The Kania 
committee suggested setting up of the single Enquiry and Adjudicating 
Authority and impart it a quasi-judicial status. The SEBI move will speed up 
the disposal and help the regulator clear the backlog of pending cases. 
j) Anti-Money Laundering Guidelines: 
In January 2006, SEBI announced Anti-Money Laundering Guidelines, 
under which a registered intermediary and any of its representatives should 
identify and discourage any money laundering or terrorist financing activities. 
Primarily, intermediaries registered with SEBI under the SEBI Act, 1992, mean 
these guidelines for use. The Guidelines have acknowledged the requirements 
of the Prevention of the Money Laundering Act, 2002 as applicable to the SEBI 
registered entities. 
k) Amendments to DIP Guidelines: 
In its circular dated 31" March 2006, SEBI amended the DIP Guidelines 
to provide for: 
• Rationalization of disclosure requirements for listed companies: SEBI has 
rationalized the disclosure requirements for rights issues and public issues 
by listed companies and to make the benefit of such rationalization 
available to those listed companies which are regular in filing periodic 
returns with Stock Exchanges and have a comprehensive investor grievance e? 
mechanism in place to redress investor's complaints satisfactorily. 
• Further issue of shares: Presently, a company is prohibited to make further 
issue of capital after filing a draft offer document with SEBI till the listing 
of the shares referred to in the offer document. It has now been decided to 
permit a company to issue further shares, provided full disclosures in regard 
to the total capital to be raised from such ftarther issues is given in the draft 
offer document. 
I) Introduction of Gold Exchange Traded Fund schemes by Mutual 
Funcf'' 
In its notification dated 12* January, 2006, SEBI allowed MPs to float Gold 
Exchange Traded Fund schemes that were permitted to invest primarily in Gold 
and Gold related instruments. 
m) Risk Management System 
In order to improve the integrity of the secondary market, SEBI has taken 
several measures. Legislative and regulatory changes have facilitated the 
corporatization of stockbrokers. Capital adequacy norms have been prescribed 
and are being enforced. A mark-to-market margin and intra-day trading limit 
have also been imposed. Further, the stock exchanges have put in place circuit 
breakers, which are applied in times of excessive volatility. The disclosure of 
short sales and long purchases is now required at the end of the day to reduce 
price volatility and further enhance the integrity of the secondary 
n) Market. Mark-to-Market Margin and Intra-day Limit 
If an Indian investor buys and subsequently sells the same number of 
shares of stock during a settlement period, or sells and subsequently buys, it is 
not necessary, under the current clearing and settlement system, to take or 
deliver the shares. The difference between the selling and buying prices can be 
paid or received. In other words, the squaring-off of the trading position during 
the same settlement period results in non-delivery of the shares that the investor 
traded. A short-term and speculative investment is thus possible at a relatively 
low cost. FIIs and domestic institutional investors are, however, not permitted 
to trade without delivery, since non-delivery transactions are limited only to 
individual investors. One of SEBPs primary concerns is the risk of settlement 
chaos that may be caused by an increasing number of no delivery transactions 
as the stock market becomes excessively speculative. Accordingly, SEBI has 
introduced a daily mark-to-market margin and intra-day trading limit. The daily 
mark-to market margin is a margin on a broker's daily position. The intra-day 
trading limit is the limit to a broker's intra-day trading volume. Every broker 
has to meet these requirements, and each stock exchange may take any other 
measures to ensure the safety of the market. 
o) Circuit Breaker 
SEBI has imposed price limits for stocks whose market prices are 
between Rs 10-20, a daily price change limit and weekly price change limit of 
25 percent . BSE imposes price limits as a circuit breaker system to maintain 
the orderly trading of shares on the exchange. BSE's computerized trading 
system prevents buyer from selling orders of a stock at prices outside the price 
limits. The daily price limit of a stock is measured from the stock's closing 
price in the previous trading session. The weekly price limit is based on its 
closing price of the last trading in the previous week, usually its closing price 
on the previous Friday. 
p) Short Sales and Long Purchases 
SEBI has regulated short selling in the stock market by stipulating that 
all stock exchanges should enforce reporting by members of their net short sale 
and long purchase positions in each stock at the end of each trading day. 
q) Stock Lending 
A scheme for regulating stock lending was introduced in February 1997 
following changes in tax regulations. Stock lending can take place through an 
intermediary registered for this purpose with SEBI, and which has a minimum 
capital of Rs500 million. Lenders and borrowers of securities have to enter into 
agreements with the intermediary. Stock lending facilitates the timely 
settlement of transactions on the stock exchanges, especially in an environment 
where physical delivery of certificates is required for settlement. 
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r) Introduction of Derivatives Trading 
However, a new law has been passed permitting the trading of 
derivatives. This followed recommendations for the formation of a 
regulatory framework for derivatives by a committee chaired by L.C. Gupta. 
s) Fragmented Market 
Seventeen out of the 23 stock exchanges in the country have introduced 
screen-based trading. Now, an increasing number of investors in different parts 
of the country are within the reach of a national market system, thanks to the 
expansion of trading networks of BSE and other stock exchanges beyond their 
original jurisdictions. This has raised informational efficiency and helped rapid 
market integration. 
t) Disclosure and Corporate Governance 
With the establishment of the Securities and Exchange Board of India 
(SEBI) in 1992, India moved from a merit based regulation to a disclosure 
based regulation of the primary market. The level of disclosure has increased 
progressively in recent years as SEBI has attempted to bring disclosure 
requirements up to international levels. This is an ongoing exercise. In the field 
of continuing disclosure, listed companies are now required to disclose un-
audited financial results on a quarterly basis subject to these results to limited 
auditor review. The Accounting Standards Board set up by the accounting 
profession is engaged in a major exercise to bring Indian accounting standards 
at par with those of the lASC (International Accounting Standards Committee). 
The Kumar Mangalam Birla Committee^^ has submitted the report on 
corporate governance in 2000 recommending the process of implementing the 
Corporate Governance Code frames SEBI. Under this code, companies are 
required to have a minimum number of independent directors, and to have an 
audit committee Some of the measures taken in the primary market by SEBI In 
the area of corporate governance There are several corporate governance 
structures available in the developed world but there is no one structure, which 
can be singled out as being better than the others. There is no "one size fits all" 70 
structure for corporate governance. The Committee's recommendations are not 
therefore based on any one model but are designed for the Indian environment. 
Corporate governance'^^ extends beyond corporate law. Its flindamental 
objective is not mere fulfilment of the requirements of law but in ensuring 
commitment of the board in managing the company in a transparent maimer for 
maximizing long-term shareholder value. The corporate governance has as 
many votaries as claimants. Among the latter, the Committee has primarily 
focused its recommendations on investors and shareholders, as they are the 
prime constituencies of SEBI. Effectiveness of corporate governance system 
cannot merely be legislated by law neither can any system of 
2.4. Insurance Sector Reforms and Developments 
The history of insurance is probably as old as the history of mankind^^. 
The same instinct that existed in primitive men prompts modern businessmen 
to secure themselves against loss and disaster. The primitive men had sought to 
avert the evil consequences of fire and flood and loss of life and were willing to 
make some sort of sacrifice in order to achieve security. Although the concept 
of insurance is largely a development of the recent past, starting in the post-
industrial revolution, its begirming dates back almost 6000 years. 
The modern form of Life Insurance came to India from England'^ ^ in the 
year 1818. Oriental Life Insurance Company, started by Europeans in Calcutta, 
was the first life insurance company on Indian Soil. Thereafter number of 
initiation taken by various governments and finally the Insurance Act 1938 was 
the first legislation governing not only life insurance but also non-life insurance 
to provide strict state control over insurance business. The demand for 
nationalization of life insurance industry was made repeatedly in the past but it 
gathered momentum in 1944 when a bill to amend the Life Insurance Act 1938 
was introduced in the Legislative Assembly. However, it was much later on the 
19th of January 1956, when life insurance in India was nationalized. About 154 
Indian insurance companies, 16 non-Indian companies and 75 Indian private 
corporates were operating in India at the time of nationalization. 
Nationalization was accomplished in two stages; initially the management of 
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the companies was taken over by means of an Ordinance, and later, the 
ownership too by means of a comprehensive bill. The Parliament of India 
passed the Life Insurance Corporation Act on the 19th of June 1956, and the 
Life Insurance Corporation of India was created on 1st September, 1956, with 
the objective of spreading life insurance much more widely and in particular to 
the rural areas with a view to reach all insurable persons in the country, 
providing them adequate financial cover at a reasonable cost. 
The Indian insurance sector completed a full circle from being an open 
competitive market to nationalization and back to a liberalized market again. 
Tracing the developments in the Indian insurance sector reveals the 360-degree 
turn witnessed over a period of almost two centuries. In 1993, Malhotra 
Committee headed by former Finance Secretary and RBI Governor, was 
formed to evaluate the Indian insurance industry and recommend its future 
direction. 
2.4.1. Malhotra Committee Recommendations on Insurance in India 
The Malhotra committee was set up with the objective of 
complementing the reforms initiated in the financial sector. The reforms were 
aimed at "creating a more efficient and competitive financial system suitable 
for the requirements of the economy keeping in mind the structural changes 
currently underway and recognizing that insurance is an important part of the 
overall financial system where it was necessary to address the need for similar 
reforms..." In 1994, the committee submitted the report and some of the key 
recommendations included: 
a) Structure. Government stake in the insurance Companies to be brought 
down to 50 percent, Government should take over the holdings of GIC and 
its subsidiaries so that these subsidiaries can act as independent 
corporations. All the insurance companies should be given greater freedom 
to operate 
b) Competition: Private firms with a minimum paid up capital of Rs 1 billion 
should be allowed to enter the industry. No Company should deal in both 72 
Life and General Insurance through a single entity. Foreign companies may 
be allowed to enter the industry in collaboration with the domestic 
companies. Postal Life Insurance should be allowed to operate in the rural 
market. Only one state level life insurance company should be allowed to 
operate in each state 
c) Regulatory Body: The Insurance Act should be changed. An Insurance 
Regulatory body should be set up and Controller of Insurance (Currently a 
part from the Finance Ministry) should be made independent 
d) Investments: Mandatory Investments of LIC Life Fund in government 
securities to be reduced from 75 percent to 50 percent , GIC and its 
subsidiaries are not to hold more than 5 percent in any company (There 
current holdings to be brought down to this level over a period of time) 
e) Customer Service: LIC should pay interest on delays in payments beyond 
30 days, insurance companies must be encouraged to set up unit linked 
pension plans, Computerization of operations and updating of technology to 
be carried out in the insurance industry The committee emphasized that the 
industry should be opened up to competition in order to improve the 
customer services and increase the coverage of the insurance. 
At the same time, the committee felt the need to exercise caution as any 
failure on the part of new players could ruin the public confidence in the 
industry. Hence, it was decided to allow competition in a limited way by 
stipulating the minimum capital requirement of Rs.lOO crores. The committee 
felt the need to provide greater autonomy to insurance companies in order to 
improve their performance and enable them to act as independent companies 
with economic motives. For this purpose, it had proposed setting up an 
independent regulatory body. 
Private sector insurance companies started operating in India in 2000, 
several years after the first proposal to allow their entry. The Insurance 
Regulatory and Development Authority (IRDA) have been set up as the apex 
regulator for this sector. It is still too early to assess the likely impact of the 
new players. In the first few months, however, the new entrants do appear to 
have injected greater competition and dynamism into India's insurance 
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industry. The IRDA has also embarked on a regulatory programme that 
encourages greater professionalization and modernization of this sector. It has 
taken commendable initiatives for training and certification of insurance agents 
and for encouraging the development of an actuarial profession. In the past, 
bright students who were attracted to the actuarial profession by its potential to 
apply mathematical concepts to real life problems discarded the idea because of 
the total lack of scope for actuaries in India's nationalized insurance industry. 
The area of investment restrictions is major area where insurance 
reforms have not been sufficiently far reaching. Sections 27 and 27A of the 
Insurance Act place restrictions on investments in shares and corporate bonds. 
Not only are the quantitative ceilings unnecessarily restrictive, but the 
qualitative restrictions are not in tune with a modern capital market. For 
example, the eligibility conditions for corporate debt do not involve the notion 
of credit rating at all, but depend on quite meaningless backward looking 
notions of financial soundness. The key question that remains to be seen is how 
receptive the regulatory regime would be to financial innovation. 
The insurance sector of the country is witnessing a drastic change. 
Closed to foreign competition since nationalization in 1956, the life insurance 
industry had been protected from competitive pressures. Now, several new 
players have entered the scene with the re-opening of the sector. 
With the increasing competition, the rules of the game are set to change. 
The market has already started witnessing a host of new products from players, 
whose number is set to grow. In such a scenario, the differentiators among the 
different players are the products, pricing, and service. Meanwhile, the profile 
of the Indian consumer is also evolving. Consumers are increasingly more 
aware and are actively managing their financial affairs. Today, while 
boundaries between various financial products are blurring, people are 
increasingly looking not just at products, but also at integrated financial 
solutions that can offer stability of returns along with total protection. 
To satisfy these needs of customers, insurance products will need to be 
customized. Insurance has emerged as an attractive and stable investment 
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alternative that offers total protection - Life, Health and Wealth. In terms of 
returns, insurance products today offer competitive returns ranging between 7-9 
percent. Besides returns, what really increases the appeal of insurance is the 
benefit of life protection from insurance products along with health cover 
benefits. Consumers today also seek products which are offering flexible 
options, preferring products with benefits unbundled and customizable to suit 
their diverse needs. 
The trend in developed economies, where people not only live longer 
and retire earlier, is now emerging in India, where once the fear was one of 
dying too early, now, with increasing longevity, the fear also is one of living 
too long and outliving one's assets. Consumers are now concerning themselves 
with the need to provide for a comfortable retirement, thanks to the breakdown 
of traditional forms of social security like the joint family system. 
This trend has been fiirther driven by the long-term decline in interest 
rates, which makes it all the more necessary to start saving early to ensure 
long-term wealth creation. Today's consumers are increasingly interested in 
products that will help build wealth and provide for retirement income. This all 
adds up to major change in demand for insurance products. While sales of 
traditional life insurance products like individual, whole life and term will 
remain poplar, sales of new products like single premium, investment linked, 
retirement products, variable life and annuity products are also set to rise. 
Firms will need to constantly innovate in terms of product development to meet 
ever-changing consumer needs. However, product innovations are quickly and 
easily cloned. Pricing will also not vary significantly, with most product 
premiums hovering around a narrow band. 
Until recently, India continued to be one of the few remaining countries 
of the world to remain insulated from the Foreign Direct Investment in its 
insurance sector. However, things are changing now with the passage of 
Insurance Regulatory Development Act (IRDA) through Indian Parliament in 
late 1999. A much awaited and much debated act, it met with strong resistance 
from the political institutions of India and took almost six years to see daylight. 
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Though first recommended by Malhotra Committee on Insurance Reforms in 
1994, what emerges is a diluted form of the original recommendations. 
2.5. Other Reforms and Developments 
2.5.1 Money Market 
From mid-1990s, the money market in India'^ ^ underwent significant 
progress in terms of refinements in money market instruments, introduction of 
new instruments and supplementary measures to add depth and liquidity to the 
market. The money market instruments in India during the period mainly 
consisted of (i) Call or Notice Money, (ii) Term Money, (iii) Certificates of 
Deposit, (iv) Commercial Paper, (v) Treasury Bills, (vi) Repurchase 
Agreements (Repo), (vii) Interest Rate Swaps/Forward Rate Agreements, and 
(viii) Rediscounting of commercial bills scheme. 
During the 1990s, the participation in the call money market was 
widened to cover primary and satellite dealers and corporates (through primary 
dealers) besides other participants. While banks and primary dealers are 
permitted to lend and borrow in the market, other entities could participate only 
as lenders. Following the recommendations of the Narasimham Committee 
(1998) and Reserve Bank's Internal Working Group to Examine the 
Development of Call Money Market (1997), steps were initiated to reform the 
call money market and make it a pure inter-bank market, in a phased manner 
starting in 1999. With the development of the REPO market since the late 
1990s, the call money market has gradually been transformed into a pure inter-
bank market including primary dealers. This process, which was initiated in 
1999, was completed in August 2005. 
A significant development in the Indian money market has been the 
introduction in 1999 of rupee derivatives - Interest Rate Swaps (IRS) and 
Forward Rate Agreements (FRA) - to further deepen the money market and 
enable market participants to hedge their risks. In addition to several other 
measures taken since its introduction, with effect from May 20, 2005, market 
participants were advised to use only domestic rupee benchmarks for interest 
rate derivatives. Market participants were, however, given a transition period of 
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six months for using Mumbai Inter-banlc Forward Offei-^ d Rate (MIFOR) as'a 
benchmark, subject to review. However, on request froni' the Fixed Incppfe 
Money Market and Derivatives Association (FIMMDA), market participants 
have been allowed to use MIFOR swaps in respect of transactions having 
underlying permissible forex exposures, for market making purpose, subject to 
appropriate limit as may be approved by the Reserve Bank. 
The REPO market suffered a major setback due to the securities 
irregularities of 1992. The Janakiraman Committee''*^, set up in the wake of the 
securities market irregularities, reported that there existed a thriving market for 
Repo and virtually all wholesale participants of the money market and not only 
banks used Repo transactions widely, despite there being an explicit 
prohibition on their use. After the detection of the irregularities, the Reserve 
Bank imposed a ban on ready forward deals and banks were prohibited from 
undertaking Repo in Government dated securities and approved or trustee 
securities from June 22, 1992. Repo in Treasury Bills was, however, exempted 
from prohibition. Double ready forward deals, including those in Treasury Bills 
were also strictly prohibited and the ban was extended to financial institutions 
as well. In order to legally facilitate the Repo transactions, the Reserve Bank 
had to take up the issue with the Government to exempt banks and such of 
those entities deemed necessary by the Reserve Bank, from the prohibition 
contained in the notification. Amending the Notification which prohibited 
forward transactions in securities, the Government issued notifications by 
virtue of which banking companies, cooperative banks, Primary Dealers (by 
name) and Satellite Dealers (by name) were permitted to undertake ready 
forward transactions in specified securities, provided the transactions were 
settled through SGL Accounts maintained at the Public Debt Office, Mumbai 
Further, non-bank entities as notified by the Central Government were 
permitted to undertake reverse Repo only. 
2,5.1. Reform in the Government Securities Market 
The 1990s marked a watershed in the development of the Government 
securities market with wide ranging reforms in terms of instruments, 
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institutions and procedures. A major development in the market was the 
introduction of an auction system for dated securities in June 1992, which 
marked a move towards market related rates on the Government securities. The 
sale of Government securities in India was done both through pre-
announced/tap issues. Auctions were of the discriminatory/multiple price, 
sealed bid type. With a view to eliminating the problem of "winner's curse" 
associated with the multiple price auctions and broadening the market 
participation, the uniform price auction method was introduced in respect of 
91-day Treasury bill. Simultaneously, with a view to moderate the adverse 
impact of the large borrowing programme, the Reserve Bank has been 
accepting private placement of Government stocks and releasing them to the 
market when the interest rate expectations turned out to be favourable. As a 
part of market development measure, a variety of Treasury Bills, viz., 14-day. 
91-day. 182-day, 364-day maturities were introduced. Key instruments were 
also introduced at the longer end of the maturity spectrum with special features 
to hedge various risks and suit investor preferences during the 1990s. 
Innovations were also introduced with respect to long-term bonds, such as, 
zero coupon bonds (January 1994), floating rate bonds.( 1995-96) and capital-
indexed bonds (December 1997). Bonds with call and put options were also 
issued. The major contents of reforms are: 
An auction system for price discovery replaced the administered interest 
rates on government securities. Automatic monetization of fiscal deficit 
through the issue of ad hoc Treasury Bills was phased out. Primary Dealers 
(PD) was introduced as market makers in the government securities market. 
For ensuring transparency in the trading of government securities, Delivery 
versus Payment (DvP) settlement system was introduced. Repurchase 
agreement (Repo) was introduced as a tool of short-term liquidity adjustment. 
Subsequently, the Liquidity Adjustment Facility (LAF) was introduced, LAF 
operates through Repo and reverse Repo auctions and provide a corridor for 
short-term interest rate. LAF has emerged as the tool for both liquidity 
management and also signalling device for interest rates in the overnight 
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market. The Second LAP (SLAF) was introduced in November 2005. Market 
Stabilization Scheme (MSS) has been introduced, which has expanded the 
instruments available to the Reserve Bank for managing the enduring surplus 
liquidity in the system. As regards the foreign exchange market, reforms 
focused on market development with inbuilt prudential safeguards so that the 
market would not be destabilized in the process.'*' The move towards a market-
based exchange rate regime in 1993 and the subsequent adoption of current 
account convertibility were the key measures in reforming the Indian foreign 
exchange market. Banks are increasingly being given greater autonomy to 
undertake foreign exchange operations. In order to deepen the foreign 
exchange market, a large number of products have been introduced and entry 
of new players has been allowed in the market."*^ 
2.5.2. Reforms in the Foreign Exchange Market 
Evolution of exchange rate regime from a single-currency fixed-
exchange rate system to fix the value of rupee against a basket of currencies 
and further to market determined floating exchange rate regime. Adoption of 
convertibility of rupee for current account transactions with acceptance of 
Article VIII of the Articles of Agreement of the IMF, De facto full capital 
account convertibility for non residents and calibrated liberalisation of 
transactions undertaken for capital account purposes in the case of residents. 
Replacement of the earlier Foreign Exchange Regulation Act (FERA), 
1973 by the Market friendly Foreign Exchange Management Act (FEMA), 
1999, delegation of considerable powers by RBI to authorized dealers to 
release foreign exchange for a variety of purposes. Increase in Instruments in 
the Foreign Exchange Market Development of rupee-foreign currency swap 
market. Introduction of additional hedging instruments, such as, foreign 
currency-rupee options, Authorized dealers permitted to use innovative 
products like cross-currency options, interest rate swaps (IRS) and currency 
swaps caps or collars and forward rate agreements (FRAs) in the international 
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Liberalisation Measures includes; Authorized dealers permitted to 
initiate trading positions, borrow and invest in overseas market subject to 
certain specifications and ratification by respective Banks' Boards. Banks are 
also permitted to fix interest rates on non-resident deposits, subject to certain 
specifications, use derivative products for asset-liability management and fix 
overnight open position limits and gap limits in the foreign exchange market; 
subject to ratification by RBI. Permission to various participants in the foreign 
exchange market, including exporters, Indians investing abroad, FIIs, to avail 
forward cover and enter into swap transactions without any limit subject to 
genuine underlying exposure, FIIs and NRIs permitted to trade in exchange-
traded derivative contracts subject to certain conditions. Foreign exchange 
earners permitted to maintain foreign currency accounts. Residents are 
permitted to open such accounts within the general limit of US $ 25, 000 per 
44 
year . 
2.5.3. Pension Reforms 
On 23'^ '^  August 2003, Government decided to introduce a new 
restructured defied contribution pension system for new entrants to Central 
Government service, except to Armed Forces, in the first stage, replacing the 
existing defined benefit system. A press release describing the main features of 
the New Pension System (NPS) was issued on 2?"^  August 2003. Subsequently, 
the NPS was operationalised from 1^^ January 2004 through a notification dated 
22" December 2003. 
The view that Pension Funds should be centralized is by no means 
unanimous. Some feel that in order to maximize pension fund efficacy, 
management should be given over to insurance carriers, banks, and mutual 
funds."^ ^ They also recommend against auctioning the management of Pension 
Funds, proposing instead that entities with impeccable reputations, experience, 
and financial strengths should be entrusted with this important task."*^  
2.6. Conclusion 
Strong government control was the norm in India's financial sector since 
1947. This period witnessed government control over all financial institutions 
and the markets, and the government even directed credit programs resulting 
in highly segmented and arguably inefficient markets. In the wake of balance 
of payments crisis, the need for a policy shift had become evident much earlier, 
as many countries in East Asia achieved high growth and poverty reduction 
through policies that emphasized greater reforms and export orientation and 
encouragement of the private sector. India took some steps in this direction in 
the 1980s, but it was not until 1991 that the government signalled a systemic 
shift to a more open economy with greater reliance upon market forces, a larger 
role for the private sector including foreign investment, and a restructuring of 
the role of government. The financial sector reforms can be studied under four 
separate sub-sections, namely reforms in banking, insurance, capital market 
and others. Reforms in these sectors have an ultimate impact on Indian 
financial system, which witnessed a high degree of market efficiency and 
strong form of broad-based institutional building in recent years. 
The review of financial sector reforms and monetary policy has 
documented the calibrated and coordinated reforms that have been undertaken 
in India since the 1990s. In terms of outcomes, this strategy has achieved the 
broad objectives of price stability along with reduced medium and long term 
infiation expectations; the installation of an institutional framework and policy 
reform promoting relatively efficient price discovery of interest rates and the 
exchange rate; phased introduction of competition in banking along with 
corresponding improvements in regulation and supervision approaching 
international best practice, which has led to notable improvement in banking 
performance and financials. The implementation of financial sector reforms 
was characterized with setting up of various committees, to recommend the 
economic system to survive in the modem world of core competence. 
The implementation of these reforms has also involved the setting up or 
improvement of key financial infrastructure, such as, payment and settlement 
systems, and clearing and settlement systems for debt and forex market 
functioning. All of this financial development has been achieved with the 
maintenance of a great degree of financial stability, along with overall 
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movement of the economy towards a higher growth path. The current annual 
GDP growth of around 9 percent is a mind-boggling proportion comparing to 
other developing countries. However the reforms initiated by the government 
of India would be able to maintain the high growth rate and the fruits of these 
benefits would reach public without any discrimination. The succeeding 
chapter would cover the different dimensions of development banking in India 
i.e. the needs, importance and objectives of the development banks. 
2.7. References 
' Reserve Bank of India (1985), "Report of the Committee to Review the Working of 
the Monetary System "(Chairman, S. Chakravarty). New Delhi. 
^ Shirai Sayuri (2004) "Impact of Financial and Capital Market Reforms on Corporate 
Finance in India", Asia-pacific development journal vol. II, December pp-12-15. 
^ Ahluwalia, Montek S. (1999), "Reforming India's Financial Sector: An Overview", 
in Hanson, James A. and Sanjay Kathuria (Ed) ''India - A Financial Sector for the 
Twenty-first Century", OUP, New Delhi. pp3-4. 
"* Varma Jayanth R (2002) "Indian Financial Sector after a Decade of Reforms", 
Viewpoint 3, Centre for Civil Society, BIS Working Papers, April, p-4. 
^ McKinnon (1973) and Shaw (1973) "The Study the Effect of Interest Rate 
Liberalization, A Key Component of Financial Reform, on the Supply of Household 
Savings" in Lekshmi R Nair, Working Paper, Centre for Development Studies, 
Kerala, p-4. 
^ Ahluwalia, Montek.,(2000) "India's Economic Reforms: An Appraisal, " in Jeffrey 
Sachs and Nirupam Bajpai 's (eds.), "India in the Era of Economic Reform, " Oxford 
University Press, New Delhi, p-5. 
^ Gaurav Datt and Martin Ravallion, (1995) "Macroeconomic Crises and Poverty 
Monitoring: A Case Study for India", Review of Development Economics, Vol.1, p-
15. 82 
Mohan Rakesh (2005), "Financial Sector Reforms and Monetary Policy - The Indian 
Experience", Publication Division, Reserve Bank of India, pp7-8. 
"" Ibid, p-8. 
"^  Ahluwalia S Montek (2002) "Economic Reforms in India since 1991: Has 
Gradualism Worked, "Journal of Economic Perspectives, London, vol 16, 3: p- 67-88. 
" The Hindu, (1992) "Press Report on Stock Market Scam" (Harshad Mehta), 
Bombay Stock Exchange and http://sify.com/finance/fullstory.php?id=14509816, p-1 
'^  Ministry of finance, (1994) "Committee on Insurance Sector in India ", (Chairman 
RN Malhotra), Government of India, New Delhi, January. 
'^  Reserve bank of India (2006), Press Release, RBI-Publication Division, New Delhi. 
''^  Government of India (1991) "Report of Committee on Indian Financial System", 
(Chairman M Narasimham), Ministry of Finance, New Delhi. 
'^  Government of India and Reserve Bank of India (1997) "Report of Committee on 
Banking Sector" (Chairman N Narasimham), Ministry of Finance, New Delhi. 
'^  Y.V Reddy (2002) Lectures on "Economic and Financial Sector Reforms in India" 
Oxford University Press, New Delhi, p-237. 
'"' , (2006) Key note Speech at the International Centre for 
Monetary and Banking Studies, Geneva, May 9. 
'^  Lewis, W Arthur, (1954), "Economic Development with Unlimited Supplies of 
Labour" Manchester School of Economic and Social Studies, Accessed from 
http://www.unc.edu/~wwolford/Geography 160/3681ewistable.pdf, p4-5. 
'^  op.cit, McKinnon (1973) and Shaw (1973). 
°^ Misra, B.M (1997). "Fifty Years of the Indian Capital Market": 1947-97', Reserve 
Bank of India Occasional Papers, Vol. 18, Nos. 2 & 3, New Delhi, July and 
September. 
'^ Yoon Je Cho (2000) "Indian Capital Market Recent Developments and Policy 
Issues" (a study of financial markets) Graduate School of International Studies, 
Sogang University, Seoul, Korea, in 
http://www.adb.org/Documents/Books/Rising_to_the_Challenge/India/india-cap.pdf. 
^^  Ministry of Finance (2006) in 
http://finmin.nic.in/mninstry/dept_eco_affairs/capital_market_div/cm_div. html. 
83 
•^^  Agrawal, R.N (2000), 'Capital Market Development, Corporate Financing Pattern 
and Economic Growth in India', Working Paper No. 20/2000, Institute of Economic 
Growth, New Delhi. 
'^^  Nagaishi, M (1999). 'Stock Market Development and Economic Growth: Dubious 
Relationship', Economic and Political Weekly, Vol. XXXIV, July. 
^^  op.cit, Reserve Bank of India (2006). 
"^^  op.cit, Ministry of Finance (2006). 
'^'Government of India (2005) "Working Group on Liberalization of FlI Investment", 
(Chairman Dr. Ashok Lahiri), Chief Economic Adviser, to Ministry of Finance, New 
Delhi. 
^^  , (2006), Budget Announcements 2005-06, Ministry of Finance 
appeared in http://indiabudget.nic.in/ub2005-06/ubmain.htm. 
^^  op.cit, RBI press release (2006) April 7, p5. 
^^ Government of India (2005) A High Level Expert Committee on Corporate Bonds 
and Securitisation, (Chairman Dr. R.H.Patil), Ministry of Finance, New Delhi. 
•" Ministry of Finance, (2007) Budget Speech in http://indiabudget.nic.in/ub2007-
08/ubmain.htm. 
•'^  Economic Times,( 2006), RBI Credit Policy Economic Times, April-28. 
•'^  Security Exchanger board of India (SEBI) (2005) Expert Group for Amendment in 
SEBI Act 1992, (Chairman Mr Justice M. H .Kania Former Chief Justice of India) in 
http://web.sebi.gov.in/commreport/rep032005.pdf 
^'^ Security Exchanger board of India (SEBI) (2006) Bulletin in 
http://www.sebi.gov.in/bulletin/sep06.pdf 
•'^ Security Exchanger board of India (SEBI), (2000), "Committee on Corporate 
Governance", (Chairman, Birla Kumaramangalam), in 
http://www.sebi.gov.in/commreport/corpgov.pdf 
^^  Ibid, End Note of Report. 
'^' Life Insurance Corporation of India (2006) "An Overview of Insurance in India", in 
www.licindia.com. 
^^  Ibid. 
^^  Mohan Rakesh, (2006) "Financial Sector Reform and Monitory Policy .The Indian 
Experience", Conference on Economic Policy in Asia at Stanford University, June 2, 
and in www.rbi.org.in. 
""^  Reserve Bank of India (1992), "Committee to Enquire into the Irregularities in 
Securities Transactions of Banks and Financial Institutions", (Chairman: R. 
Janakiraman). Publication Division, RBI, New Delhi. 
'^  Mohan Rakesh (2004), "A Decade of Reforms in Government Securities Market in 
India and the Road Ahead", Keynote Address at the Annual Conference of FIMMDA 
at Dubai. 
^^ Reserve bank of India (2005), "Report of the Internal Technical Group on Central 
Government Securities Market". Publication Division, RBI, New Delhi. 
'*•' , (1993) "Report of the High Level Committee on Balance of 
Payments", (Chairman: C. Rangarajan). . (1995). "The Expert Group on Foreign 
Exchange Market in India", (Chairman: O.P. Sodhani) Mumbai. . (1999). 
"Report on Repurchase Agreements" (REPO). Publication Division, RBI, New Delhi. 
^^ , (2005). "Report of the Internal Technical Group on Forex 
Markef. Publication Division, RBI, New Delhi. 
'^^ Goswami R., (2001): "Should Pension Funds Invest in Equities? An Analysis of 
Risk-Return Trade off and Asset Allocation Decisions", Paper presented at the 
National Stock Exchange Research Initiative Scheme, New Delhi. 
'^^ Chand, Sheetal K. and Jaeger A., (1996), "Ageing Population and Public Pension 
Scheme", IMF Occasional Paper, Washington DC, p-12, December. 
85 
Chapter-Ill 
An Overview of Development Financial 
Institutions in India 
••• Introduction 
••• Development Financial Institutions 
••• AU-India Development Banks 
••• Industrial Finance Corporation of India 
••• Industrial Credit and Investment Corporation of India 
••• Industrial Development Bank of India 
••• Industrial Investment Bank of India 
••• Infrastructure Development Finance Company Ltd 
••• Small Industries Development Bank of India 
••• Other All India Financial Institutions 
••• Specialized Financial Institutions 
V Investment Institutions 
••• State Level Financial Institutions 
••• Other Institutions 
••• IDBI: The Apex Development Bank of India 
••• Conclusion 
••• References 
86 
CHAPTER-III 
AN OVERVIEW OF DEVELOPMENT FINANCIAL 
INSTITUTIONS IN INDIA 
3.1. Introduction 
The previous chapter discussed various dimensions of concepts and 
framework of financial sector reforms in India that was initiated in 1991s for the 
process of liberalization for globalization of Indian economy. The present chapter 
confers a route to the overview of development banks in India, evolution, 
working and responsibilities, growth, gradual changes, and different aspects with 
special reference to IDBI, 
The emerging economies in postcolonial era faced the difficulty of 
choosing an appropriate mechanism for channelizing resources into the 
development effort. Many of them had inherited capital-starved primitive financial 
systems. Such system could not be relied upon to allocate resources among 
competing demands in the economy. The task of institution building was too 
important to be left at the mercy of the market forces at the nascent stage of 
development. In such a situation several governments in European and East Asian 
economies decided to take matters into their hands and established institutions 
specifically to cater to the requirements of financial resources for developmental 
effort. Such institutions were called Development Financial Institutions. 
Development financing is a risky business. It involves financing of 
industrial and infrastructure projects that usually have long gestation period. The 
long tenor of such loans has associated with it uncertainty as to performance of the 
loan asset. The repayment of the long-term project loans is dependent on the 
performance of the project and cash flows arising from it rather than the 
realisability of the collaterals. The project could go wrong for a variety of reasons, 
such as, technological obsolescence, market competition, change of Government 
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policies, natural calamities, poor management skills, poor infrastructure. The 
markets and banking institutions were highly averse to such uncertain outcome, 
besides not possessing enough information and skills to predict with any certainty 
the outcome. There was also the cost considerations associated with such risky 
ventures. The long-term loan comes with a higher price tag due to the term 
premium loaded into the pricing. In such a situation the long term financing would 
be scarce as well as costly so as to render the project financially unviable. DFIs 
were established with the Government support for underwriting their losses as also 
the commitment for making available low cost resources for lending at a lower 
rate of interest than that demanded by the market for risky projects. This 
arrangement worked well in the initial years of development. As the infrastructure 
building and industrialization got underway the financial system moved higher on 
the learning curve and acquired information and skills necessary for appraisal of 
long-term projects. It also developed appetite for risk associated with such 
projects'. 
The intermediaries like banks and bond markets became sophisticated in 
risk management techniques and wanted a piece of the pie in the long term project 
financing. These intermediaries also had certain distinct advantages over the 
traditional Development Finance Institutions (hereafter, DFIs), such as, low cost 
of fimds and benefit of diversification of loan portfolios. The Government support 
to DFIs, in the meanwhile, was also waning either for fiscal reasons or in favour 
of building market efficiency. Therefore, towards the end of twentieth century the 
heydays of DFIs were over and they started moving into oblivion. In several 
economies, having attained their developmental goals, the DFIs were both 
restructured and repositioned or they just faded away from scene. The Indian 
experience has also more or less traversed the same path. Although India cannot 
say to have achieved the developmental goals yet, the Government's fiscal 
imperatives and market dynamics has forced a reappraisal of the policies and 
strategy with regard to the role of DFIs in the system^. 
The concept of development banking arose only after Second World War 
that succeeded the Great Depression of 1930s. The demand for reconstruction 
funds and mission for rehabilitation of the war-affected people paved the way for 
the establishment of IBRD in 1945 as a worldwide institution for development and 
reconstruction. Typical structure of financial system in any economy consists of 
financial institutions, financial markets, financial instruments and financial 
services. The functional, geographic and sectoral scope of activity or the types of 
ownership are some of the criteria which are often used to classify the large 
number and variety of financial institutions which exist in the economy. In its 
broadest sense the term 'financial institution' would include banking institutions 
and non-banking financial institutions. The banking institutions may have quite a 
few things in common with the non-banking ones. However, Sayers has 
highlighted the distinction between the two, by characterizing the former as 
'creators' of credit, and the latter as mere 'purveyors' of credit . This distinction 
arises from the fact that banks, which are part of payment system, can create 
deposits and credit but the non-banking institutions, which are not part of payment 
system, can lend only out of the resources put at their disposal by the savers. 
3.2. Development Finance Institutions (DFIs) 
An efficient and robust financial system can be a powerful engine of 
economic development by mobilizing resources and allocating the same to their 
productive uses. It reduces the transaction cost of the economy through provision 
of an efficient payment mechanism and helps in pooling of risks and making 
available long-term capital through maturity transformation. By making funds 
available for entrepreneurial activity and through its impact on economic 
efficiency and growth, a well functioning financial sector also helps in eliminating 
poverty both directly and indirectly. In a developing country, however, financial 
sectors are usually incomplete in as much as they lack a full range of markets and 
institutions that meet all the financing needs of the economy. For example, there is 
generally a lack of availability of long-term finance for infrastructure and 
industry, finance for agriculture and Small and Medium Enterprises (SME) 
development and financial products for certain sections of the people. The role of 
development finance is to identify the gaps in institutions and markets in a 
country's financial sector and act as a 'gap-filler'. The principal motivation for 
developmental finance is, therefore, to make up for the failure of financial markets 
and institutions to provide certain kinds of finance to certain kinds of economic 
agents. The failure may arise because the expected return to the provider of 
finance is lower than the market-related return (notwithstanding the higher social 
return) or the credit risk involved cannot be covered by high risk premium as 
economic activity to be financed becomes unviable at such risk-based price. 
Development finance is, thus, targeted at economic activities or agents, which are 
rationed out of market. The vehicle for extending development finance is called 
Development Financial Institution (DPI) or Development Bank. 
A DPI is defined as "an institution promoted or assisted by Government 
mainly to provide development finance to one or more sectors or sub-sectors of 
the economy. The institution distinguishes itself by a judicious balance as between 
commercial norms of operation, as adopted by any private financial institution, 
and developmental obligations; it emphasizes the "project approach" - meaning 
the viability of the project to be financed - against the "collateral approach"; apart 
from provision of long-term loans, equity capital, guarantees and underwriting 
functions, a development bank normally is also expected to upgrade the 
managerial and the other operational pre-requisites of the assisted projects. Its 
insurance against default is the integrity, competence and resourcefulness of the 
management, the commercial and technical viability of the project and above all 
the speed of implementation and efficiency of operations of the assisted projects. 
Its relationship with its clients is of a continuing nature and of being a "partner" in 
the project than that of a mere "financier ". Thus, the basic emphasis of a DPI is 
on long-term finance and on assistance for activities or sectors of the economy 
where the risks may be higher than that the ordinary financial system is willing to 
bear. DFIs may also play a large role in stimulating equity and debt markets by (i) 
selling their own stocks and bonds; (ii) helping the assisted enterprises float or 
place their securities and (iii) selling from their own portfolio of investments . 
Developing countries set up DFIs to resolve market failures, especially in 
regard to financing of long-term investments. The DFIs played a very significant 
role in rapid industrialization of the Continental Europe. Many of the DFIs were 
sponsored by national governments and international agencies. The first 
government sponsored DFI was created in Netherlands in 1822. In France, 
significant developments in long-term financing took place after establishment of 
DFIs, such as, Credit Financier and Credit Mobiliser, over the period 1848-1852. 
In Asia, establishment of Japan Development Bank and other term-lending 
institution fostered rapid industrialization of Japan. The success of these 
institutions provided strong impetus for creation of DFIs in India after 
independence, in the context of the felt need for raising the investment rate. RBI 
was entrusted with the task of developing an appropriate financial architecture 
through institution building so as to mobilize and direct resources to preferred 
sectors as per the plan priorities. While the reach of the banking system was 
expanded to mobilize resources and extend working capital finance on an ever-
increasing scale, to different sectors of the economy, the DFIs were established 
mainly to cater to the demand for long-term finance by the industrial sector. 
India's first DFI was set up in 1948 and it established State Financial Corporations 
(SFCs) at the State level after passing of the SFCs Act, 1951, followed by the 
formation of Industrial Finance Corporation of India (IFCI)^. 
The financial institutions and banking in India experienced strong 
governmental regulation and control in their initial stages. The roots of the 
national system were in the State Bank of India Act of 1955, which nationalized 
the former Imperial Bank of India and its seven associate banks. In the early days, 
this national system operated along side of a large private banking system. Banks 
were suffering from limited operational flexibility as the government wanted to 
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maintain employment in the banking system and were often drawn into 
troublesome loans in order to further the government's social goals . 
The financial institutions in India were set up under the strong control of 
both Central and State Governments. The Government utilized these institutions 
for the achievements in planning and development of the nation as a whole. The 
all India financial institutions can be classified under the following heads 
according to their economic importance: 
1. All-India Development Banks 
2. Specialized Financial Institutions 
3. Investment Institutions 
4. State-level institutions 
5. Other institutions 
3.3. All-India Development Banks (AIDBs) 
Banks engaged in participating in developmental activities of the country 
by themselves or in association with the state and central governments through 
project finance and capitalizing the ideas of industrial ventures can be termed as 
Development Banks. India's first development bank was set up in 1948 under the 
Industrial Finance Corporation Act as a statutory corporation to pioneer 
institutional large number of banks around the world, coordinating the 
developmental activities of different nations with different objectives among the 
world. The course of development of financial institutions and markets during the 
post-Independence period was largely guided by the process of planned 
development pursued in India with emphasis on mobilization of savings and 
channelizing investment to meet Plan priorities. At the time of Independence in 
1947, India had a fairly well developed banking system. The adoption of bank-
dominated financial development strategy was aimed at meeting the sectoral credit 
needs, particularly of agriculture and industry. Towards this end, the Reserve 
Bank concentrated on regulating and developing mechanisms for institution 
building. The commercial banking network was expanded to cater to the 
requirements of general banking and for meeting the short-term working capital 
requirements of industry and agriculture. Specialized development financial 
institutions (DFIs) , such as, Industrial Development Bank of India (IDBI), 
National Bank for Agriculture and Rural Development (NABARD), National 
Housing Board (henceforth NHB) and Small Industry Development Bank of India 
(SIDBI), with majority ownership of the Reserve Bank were set up to meet the 
long-term financing requirements of industry and agriculture. A mechanism 
providing concessional finance to these institutions was also put in place by the 
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Reserve Bank in order to facilitate the growth of these institutions . 
India had a relatively under-developed capital market at the time of 
independence in 1947. Although there was significant demand for new capital, 
there was a dearth of providers. Merchant bankers and underwriting firms were 
almost non-existent. And commercial banks were not equipped to provide long-
term industrial finance in any significant manner. The development banks in India 
set up under the different acts of the parliament are: -
1. Industrial Finance Corporation of India (IFCI Ltd), 1948 
2. Industrial Credit And Investment Corporation Of India (ICICI), 
1956 
3. Industrial Development Bank of India' (IDBI) 1964 
4. Industrial Investment Bank of India Ltd (1971 and 1997) 
5. Small Industries Development Bank Of India SIDBI (1990) 
6. Technology Development Financial Corporation Of India 
3.3.1 Industrial Finance Corporation of India (IFCI Ltd), 1948 
The situation of 'increased demand for new capital and dearth of providers' 
was the actual backdrop for the establishment of the Industrial Finance 
Corporation of India (IFCI) on July 1, 1948. It was aimed at catering to the long-
term finance needs of the industrial sector: The newly-established DFI was 
provided access to low-cost funds through the central bank's Statutory Liquidity 
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Ratio (SLR) which in turn enabled it to provide loans and advances to corporate 
borrowers at concessional rates. 
IFCI's activities mainly include project finance, financial services and 
corporate advisory services. IFCI has, as part of its original mandate as a DFI, 
been providing long-term financial support to all the segments of the Indian 
industry. Over the years, IFCI contributed to modernization of the Indian industry, 
export promotion, import substitution, entrepreneurship development, and 
pollution control, energy conservation as also generation of both direct and 
indirect employment. Through its subsidiaries and associated companies, IFCI 
provides custodial and investor services, rating and venture capital services. The 
Expert Committee set up to draw a medium to long-term strategic plan for IFCI 
had recommended changes in IFCI's structural and operational areas, such as, 
future business strategies, re-capitalization, reduction of NPAs, improvement in 
recoveries and revamp of HR policies . 
This arrangement continued until the early 1990s when there was a 
realization of the need for greater flexibility to respond to the changing financial 
system. It was also felt that IFCI should directly access the capital markets for its 
funds needs. It is with this objective that the constitution of IFCI was changed in 
1993 from a statutory corporation to a company under the Indian Companies Act, 
1956. Subsequently, the company saw its name being changed to "IFCI Limited" 
effectively from October 1999. 
IFCI has fulfilled its original mandate as a DFI by providing long-term 
financial support to all segments of Indian Industry. It has also been chiefly 
instrumental in IFCI's contribution to the Government exchequer by way of taxes 
paid is estimate. IFCI has played a key role in the development of cooperatives in 
the sugar and textile sectors, besides acting as a nodal agency in both sectors. ICFI 
has been assisting 371 cooperative societies in these sectors, and it has promoted 
Technical Consultancy Organizations (TCOs), primarily in less developed states 
to provide necessary services to the promoters of small- and medium-sized 
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industries in collaboration with other banks and institutions. IFCI has also 
provided assistance to self-employed youth and women entrepreneurs under its 
Benevolent Reserve Fund (BRF) and the Interest Differential Fund (IDF). IFCI 
has founded and developed prominent institutions like, Management Development 
Institute (MDI) for management training and development, ICRA for credit 
assessment rating. Tourism Finance Corporation of India (TFCI) for promotion of 
the hotel and tourism industry, Institute of Labor Development (ILD) for 
rehabilitation and training of displaced and retrenched labor force Rashtriya 
Gramin Vikas Nidhi (RGVN) for promoting, supporting and developing voluntary 
agencies engaged in uplifting rural and urban poor in east and northeast India. 
IFCI, along with other institutions, has also promoted. Stock Holding Corporation 
of India Ltd. (SHCIL), Discount and Finance House of India Ltd. (DFHI), 
National Stock Exchange (NSE), OTCEI Securities Trading Corporation of India 
(STCI), Lie Housing Finance Ltd, QIC GrihVitta Ltd., and. Bio-tech Consortium 
Ltd. (BCL). IFCI has also set up Chairs in reputed educational/ management 
institutions and universities. A major contribution of IFCI has been in the early 
assistance provided by it to some of today's leading national entrepreneurs who 
may not have been able to start their enterprises or expand without the initial 
support from IFCI. Until the establishment of ICICI in 1956 and IDBI in 1964, 
IFCI remained solely responsible for implementation of the government's 
industrial policy initiatives. Its contribution to the modernization of Indian 
industry, export promotion, import substitution, entrepreneurship development, 
pollution control, energy conservation and generation of both direct and indirect 
employment is noteworthy. Some sectors that have directly benefited from IFCI's 
disbursals include'*': 
• Consumer goods industry (textiles, paper, sugar); 
• Service industries (hotels, hospitals); 
• Basic industries (iron & steel, fertilizers, basic chemicals, 
cement); 
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• Capital & intermediate goods industries (electronics, synthetic 
fibers, synthetic plastics, miscellaneous chemicals); and 
• Infrastructure (power generation, telecom services). 
3.3.2 Industrial Credit and Investment Corporation of India 
(ICICI LTD.), 1956 
Established in 1955, ICICI Ltd facilitated industrial development in line 
with the economic objectives of the time. It evolved several new products to meet 
the changing needs of the corporate sector. ICICI provided a range of wholesale 
banking products and services, including project finance, corporate finance, 
hybrid financial structures, syndication services, treasury-based financial 
solutions, cash flow based financial products, lease financing, equity financing, 
risk management tools as well as advisory services. It also played a facilitating 
role in consolidation in various sectors of the Indian industry, by funding mergers 
and acquisitions. 
ICICI was formed at the initiative of the World Bank, the Government of 
India and representatives of Indian industry. The principal objective was to create 
a development financial institution for providing medium-term and long-term 
project financing to Indian businesses. In the 1990s, ICICI transformed its 
business from a development financial institution offering only project finance to 
a diversified financial services group offering a wide variety of products and 
services, both directly and through a number of subsidiaries and affiliates like 
ICICI Bank. In 1999, ICICI was listed on the NYSE becoming the first Indian 
company and the first bank or financial institution from non-Japan Asia to achieve 
that feat'\ 
The ICICI now enjoys a large capital base and scale of operations, seamless 
access to strong corporate relationships built up over five decades, entry into new 
business segments, higher market share in various business segments, particularly 
fee-based services, and access to the vast talent pool of ICICI and its subsidiaries. 
In the context of the emerging competitive scenario in the financial sector, the 
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Board of Directors of ICICI Ltd. and ICICI Bank Ltd., in October 2001, approved 
the merger of ICICI Ltd. and two of its wholly-owned retail finance subsidiaries 
with ICICI Bank Ltd. Consequent upon the merger, the ICICI Group's financing 
and banking operations, both wholesale and retail, have been integrated into a 
single full-service banking company in may 2002'^. 
After the approval of the Boards of Directors of ICICI and ICICI Bank for 
the merger of ICICI and two of its wholly owned retail finance subsidiaries, ICICI 
Personal Financial Services Limited and ICICI Capital Services Limited, with 
ICICI Bank. Shareholders of ICICI and ICICI Bank approved the merger in 
January 2002, by the High Court of Gujarat at Ahmadabad in March 2002, and by 
the High Court of Judicature at Mumbai and the Reserve Bank of India in April 
2002. Consequent to the merger, the ICICI group's financing and banking 
operations, both wholesale and retail, have been integrated in a single entity. 
After becoming pure commercial bank, the ICICI Bank is now India's 
second-largest bank with total assets of about Rs. 2,513.89 billion (US$ 56.3 bn) 
at March 31, 2006 and profit after tax of Rs. 25.40 bn (US$ 569 mn) for the year 
ended March 31, 2006 (Rs. 20.05 bn (US$ 449 mn) for the year ended March 31, 
2005). ICICI Bank has a network of about 614 branches and extension . 
ICICI Bank was originally promoted in 1994 by ICICI Limited, an Indian 
financial institution, and was its wholly owned subsidiary. ICICI's shareholding in 
ICICI Bank was reduced to 46 percent through a public offering of shares in India 
in fiscal 1998, an equity offering in the form of ADRs listed on the NYSE in fiscal 
2000, ICICI Bank's acquisition of Bank of Madura Limited in an all-stock 
amalgamation in fiscal 2001, and secondary market sales by ICICI to institutional 
investors in fiscal 2001 and fiscal 2002^''. 
After considering various corporate structuring alternatives in the context 
of the emerging competitive scenario in the Indian banking industry, and the move 
towards universal banking, the managements of ICICI and ICICI Bank formed the 
view that the merger of ICICI with ICICI Bank would be the optimal strategic 
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alternative for both entities, and would create the optimal legal structure for the 
ICICI group's universal banking strategy. The merger would enhance value for 
ICICI shareholders through the merged entity's access to low-cost deposits, greater 
opportunities for earning fee-based income and the ability to participate in the 
payments system and provide transaction-banking services. 
The ICICI group has built sound growth platforms for capitalizing on the 
opportunities arising out of the sustained growth of the Indian economy. It has 
been identified retail finance as the key growth opportunity at the beginning of the 
decade and built a scalable platform for capitalizing on this opportunity. 
The bank has used technology as a key enabler and differentiator for all the 
growth platforms which allowed achieving efficient intermediation by enabling 
rapid scale up and at the same time offering the best class service to the 
customers. A critical factor in the long-term sustainability of social development 
and economic prosperity in India is bringing the benefits of economic growth to 
rural India. It is only by delivering financial services to people in rural areas that 
they can be brought within the ambit of mainstream economic activity and the foil 
potential of the country's physical and human resources can be realized. 
The ICICI bank is now India's largest provider of retail credit^^. In 2006, it 
maintained and enhanced the market leadership in every segment of the retail 
credit business, including home loans, car loans, personal loans and credit cards. 
The total retail disbursements in fiscal 2006 were approximately Rs. 626.00 
billion, compared to approximately Rs. 433.00 billion in fiscal 2005. The total 
retail portfolio increased from Rs. 561.33 billion at March 31, 2005 to Rs. 921.98 
billion at March 31, 2006, constituting 63 percent of the total loans. It has 
continued its focus on retail deposits to create a stable funding base and it has also 
set up the following subsidiaries within the last ten years: 
ICICI Prudential Life Insurance Company: - ICICI Prudential Life is the 
joint venture arrangement with prudential life of UK to safeguard the life 
insurance market which continued to maintain its market leadership among private 
sector life insurance companies with a retail market share of 30 percent in the 
private sector. Life insurance companies worldwide make losses in the initial 
years, in view of business set-up and customer acquisition costs in the initial years 
as well as reserving for actuarial liability . 
ICICI Lombard General Insurance Company: - (ICICI Lombard) is the 
joint venture arrangement with Lombard of Canada to safeguard the general 
insurance market which enhanced its leadership position among private sector 
general insurance companies with a market share of 29 percent in the private 
sector'''. 
Prudential ICICI Asset Management Company: - (Prudential ICICI 
AMC) was set up by the ICICI with joint venture arrangement with Prudential 
asset management company of UK is the largest mutual fund in India at May 31, 
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2006 with assets under management of over Rs. 320.00 billion . 
ICICI Securities Limited: - ICICI Securities was set up by ICICI bank for 
the investment in fixed income securities continued to enhance its position in the 
investment banking and equity broking businesses while capitalizing on 
opportunities in the fixed income'^ 
ICICI Venture Funds Management Company Limited: - ICICI Venture 
Funds Management Company Limited (ICICI Venture) was set up by ICICI to 
promote venture capital financing, private equity, and angel investment in India as 
policy matter of central government which raised number of funds and 
strengthened its leadership position in private equity in India, with funds under 
management of over Rs. 63.00 billion . 
India's first DPI was set up in 1948 and it established State Pinancial 
Corporations (SFCs) at the State level after passing of the SFCs Act, 1951, 
followed by the formation of Industrial Finance Corporation of India (IFCI). The 
all India financial institutions can be classified under four heads according to their 
economic importance , such as, ; all-India Development Banks, Specialized 
Financial Institutions, Investment Institutions, State-level institutions. Other 
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institutions. Development banks are those banks that are engaged in participating 
in developmental activities of the country along with the state and central 
governments participation and through project finance and venture capital. The 
major development banks in India are; Industrial Finance Corporation of India 
(IFCI Ltd), 1948, Industrial Development Bank of India' (IDBI) 1964, Industrial 
Credit And Investment Corporation Of India (ICICI), 1956, Industrial Investment 
Bank of India Ltd 1971, Small Industries Development Bank Of India SIDBI 1989 
and Infrastructure Development Finance Company Ltd. (IDFC) 1997, 
The present study gives more emphasis on both the development banks i.e. 
IDBI and ICICI, which have prime importance in the history of development 
banking in India. Both were the apex financial institutions in India and currently 
converted into full-fledged commercial banks. They have started neglecting the 
project financing that was the prime irriportant area of development banks. The 
major changes in share holding pattern of these institutions, shows a sudden divide 
and points out the real face of financial sector reforms in India and how far the 
reforms have affected these DFIs. 
3.3.3 Industrial Development Bank of India 
The Industrial Development Bank of India (IDBI) was established on July 
1, 1964 under a Parliament Act as a wholly owned subsidiary of the Reserve Bank 
of India. In February 1976, the ownership of IDBI was transferred to the 
Government of India and it was made the principal financial institution for 
coordinating the activities of institutions engaged in financing, promoting and 
developing industry in the country. Although Government shareholding in the 
Bank came down below 100 percent following IDBI's public issue in July 1995, 
the former continues to be the major shareholder. During the four decades of its 
existence, IDBI has been instrumental in establishing a well developed, diversified 
and efficient industrial and institutional structure as well as in adding a qualitative 
dimension to the process of industrial development in the country^'. 
3.3.4 Industrial Investment Bank of India (IIBI), 1971 
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The Industrial Investment Bank of India is one of oldest banks in India. 
The Industrial Reconstruction Corporation of India Ltd., set up in 1971 for 
rehabilitation of sick industrial companies, was reconstituted as Industrial 
Reconstruction Bank of India in 1985 under the IRBI Act, 1984. With a view to 
convert the institution into a full-fledged development financial institution, IRBI 
was incorporated under the Companies Act, 1956, as Industrial Investment Bank 
of India Ltd. (IIBI) in March 1997. IIBI offers a wide range of products and 
services, including term loan assistance for project finance, short duration non-
project asset-backed financing, working capital/ other short-term loans to 
companies, equity subscription, asset credit, equipment finance as also 
investments in capital market and money market mstruments . 
On July 25, 2003, the IIBI submitted a financial restructuring proposal to 
the Government of India in view of certain structural and financial problems that 
were adversely impacting its long-term viability. IIBI has since received certain 
directives from the Government of India, which, inter alias, include restricting 
fresh lending to existing clients approved cases rated corporates, restrictions on 
fresh borrowings, an action plan to reduce the overhead expenditure, disposal of 
fixed assets and a time-bound plan for asset recovery/reconstruction. The 
Government has also approved a proposal for merging the IIBI with IDBI and the 
latter has already started the due diligence process. 
3.3.5 Infrastructure Development Finance Company Ltd. (IDFC) 
1997, 
The Infrastructure Development Finance Company Ltd. (IDFC) was set up 
in 1997 as a specialized institution to facilitate the flow of private finance to 
commercially viable infrastructure projects through innovative products and 
processes. Telecom, power, roads, ports, railways, urban infrastructure and 
environment-friendly infrastructure together with food and agriculture related 
infrastructure constitute the current areas of operation for IDFC. Besides, it assists 
the development of urban water and sanitation sectors. IDFC has also taken new 
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initiatives in the areas of tourism, healthcare and education. IDFC provides 
assistance by way of debt and equity support, mezzanine structures and advisory 
services. It encourages banks to participate in infrastructure projects through 'take-
out' financing for a specific term and at a preferred risk profile, with IDFC taking 
out the obligation after a specific period. Besides, IDFC, through its guarantee 
structure, helps promoters raise resources from international markets. IDFC is 
actively involved in the process of policy formulation of Government of India, 
relating to infrastructure sector development, which has worked on various 
strategic advisory assignments including conducting a National Strategy Study 
for evolving a clean development mechanism in India. IDFC actively helps both 
the Central and State Governments and their in developing contractual framework, 
structure for Public-Private Partnership (PPP) for projects in specific areas of 
interest^^ 
IDFC has established the 3i Network comprising a university network 
including Indian Institute of Technology, Kanpur and Indian Institute of 
Management, Ahmedabad. The Network has been established to incorporate the 
best academic expertise in furthering the objectives of developing India's 
infrastructure framework. Work currently underway in these institutions is being 
harnessed through project preparations and sharing to focus attention on 
immediate policy and implementation issues related to infrastructure development. 
The Network will also produce an annual Infrastructure Development Report that 
will assess progress in all infrastructure activities in India as well as provide 
thematic content in temis of broad frameworks conducive for infrastructure 
development (the regulatory framework, public utility pricing and emerging 
industry structures). The Network can be accessed through its website in future 
and the Network will be expanded to include other institutions that have been 
working in areas relevant to infrastructure ^'^ 
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3.3.6 Small Industries Development Bank of India (SIDBI) 1989 
The Small Industries Development Bank of India (SIDBI) was set up in 
1990 under an Act of Parliament (SIDBI Act, 1989) as a wholly owned subsidiary 
of IDBI. It is the principal financial institution for promoting and financing 
development of industry in the small-scale sector as also for coordinating the 
functions of institutions engaged in similar activities. SIDBI commenced its 
operations in April 1990 by taking over the outstanding portfolio and activities of 
IDBI pertaining to the small-scale sector. In pursuance of the SIDBI 
(Amendment) Act, 2000, 79.46 percent of equity shares of SIDBI subscribed and 
held by IDBI, have since been sold or transferred to select public sector banks, 
Lie, GIC and other institutions owned or controlled by the Central Government. 
Consequently, IDBI currently holds only 20.54 percent of equity shares of SIDBI. 
Since its inception, SIDBI's assistance has encompassed the entire definitional 
ambit of SSI sector, including the tiny, village and cottage industries through 
suitable schemes tailored to meet the requirement of setting up of new projects, 
expansion, diversification, modernization and rehabilitation of existing units 
therein. SIDB1 offers refinance, bills rediscounting, lines of credit and resource 
support mechanisms to route assistance to SSI sector through a network of banks 
and State level financial institutions. SIDBI also offers direct finance for meeting 
specific requirements of SSI sector. The Government also extends line of credit to 
SIDBI to enable it to extend loans at more affordable rates to its traditional 
clientele. Moreover, SIDBI initiates wide range of promotional and developmental 
activities aimed at improving the inherent strengths of SSI units, creating 
employment opportunities and new avenues for economic development of the 
rural poor .^ 
The business domain of SIDBI consists of small-scale industrial units, 
which contribute significantly to the national economy in terms of production, 
employment and exports. Small-scale industries are the industrial units in which 
the investment in plant and machinery does not exceed Rs.lO million. About 3,1 
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million such units, employing 17.2 million persons account for a share of 36 per 
cent of India's exports and 40 per cent of manufacturing. In addition, SIDBI's 
assistance flows to the transport, health care and tourism sectors and also to the 
professional and self-employed persons setting up small-sized professional 
ventures^^. 
As far as the capital structure of SIDBI is concerned, the entire issued 
capital of Rs.450 crore has been divided into 45 crore shares of Rs.lO each. Of the 
total, the IDBI has subscribed shares worth Rs.450 crore while setting up the 
SIDBI. It retained the 19.21 percent and the balance 80.79 percent has been 
transferred / divested in favour of banks, institutions, insurance companies owned 
and controlled by the Central Government. 
3.4. Other All India Financial Institutions 
The other all India financial institutions can be classified into three 
categories in terms of its importance for Indian economy and its activities. The 
works of all India development banks and these all India financial institutions are 
particularly different and the development banks are generally doing and engaged 
in the long-term and project finance for the promotion of industries in India. On 
the other hand all India financial institutions are meant for performing the special 
purposes those are mentioned in the corresponding Acts and the guidelines of 
establishment. But now the work of both the financial institutions is almost same 
and most of the financial institutions are performing the work of investment 
institutions in India. The other financial institutions are as follows: 
3.4.1. Specialized Financial Institutions: 
3.4.1.1. Export -Import Bank of India (EXIM) 
The Export-Import Bank of India (Exim-Bank) was established under an 
Act of Parliament in 1982 as a wholly Government-owned financial institution. It 
was basically a relocation of IDBI's International Finance Division for the 
purpose of financing, facilitating and promoting India's foreign trade. Exim Bank 
offers a range of fund and non-fund based support to enhance the export 
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competitiveness of Indian companies. Its major operations comprise financing 
projects, products and services exports, building export competitiveness, 
promotional programmes and financing research and development activities of 
exporting companies. Exim Bank provides information, advisory and support 
services to enable exporters to evaluate international risks, exploit export 
opportunities and improve their competitiveness. It assists Indian companies in 
identifying technology suppliers, partners and in consummation of domestic and 
overseas joint ventures. It also provides market driven export-financing solutions 
for small and medium sized Indian exporters. Exim Bank has finally entered into 
financing of the entertainment industry as well as the healthcare service sector, 
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both of which have a huge export potential . 
3.4.1.2. National Bank for Agriculture and Rural Development 
(NABARD) 
Established in 1982 under an Act of Parliament, the National Bank for 
Agriculture and Rural Development (NABARD) is the apex development bank for 
promotion and development of agriculture, small-scale industries, cottage and 
village industries, handicrafts and other rural crafts and other allied economic 
activities in rural areas. NABARD extends credit support by way of refinance to 
eligible institutions, such as. State Co-operative Agriculture and Rural 
Development Banks (SCARDBs), State Co-operative Banks (SCBs), Commercial 
Banks (CBs), Regional Rural Banks (RRBs) and Scheduled Primary (Urban) Co-
operative Banks (PCBs) for farm as well as non-farm sectors (NFS). NABARD 
provides long-term investment credit to the farm sector for various approved 
agricultural and allied activities. Medium-term and short-term credit facilities are 
extended to SCBs and RRBs for approved agricultural purposes and for financing 
seasonal agricultural operations, respectively. Short-term refinance facilities under 
NFS are provided for meeting working capital requirements of primary/ apex 
weavers' co-operative societies, industrial cooperative societies and rural artisan 
members of Primary Agricultural Credit Societies (PACS) for pursuing various 
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production, procurement and marketing activities. NABARD also extends 
refinance to banks for financing various Government sponsored programmes and 
for development of no conventional energy sources^^. 
3.4.2. Investment Institutions 
3.4.2.1. Life Insurance Corporation of India (LIC) 
The establishment of Life Insurance Corporation of India (LIC) as a wholly 
government-owned corporation in 1956 was in the wake of nationalization of 
insurance business in the country. The broad objectives of LIC are to serve people 
through financial security by providing products and services of aspired attributes 
with competitive returns, and by rendering resources for economic development. 
With a view to spreading life insurance across the country, particularly in the rural 
areas and to the socially and economically backward classes, LIC currently offers 
over 50 plans to cover life at various stages through a network of 2048 branches, 
all of which are fully computerized. LIC has installed 'information kiosks' at 
select locations for dissemination of information on its products as also for 
accepting premium payments. It has also installed Interactive Voice Response 
Systems in 59 urban centres, enabling its customers to get select information about 
their policies^^. 
Besides conducting insurance business, LIC, in pursuance of Government 
guidelines, invests a major portion of its funds in Central and State Government 
securities and other approved securities, including special deposits with 
Government of India. In addition, LIC extends assistance to develop infrastructure 
facilities like housing, rural electrification, water supply and sewerage and 
provides financial assistance to the corporate sector by way of term loans, 
underwriting of and direct subscription to shares and debentures. LIC also 
provides resource support to financial institutions through subscription to their 
shares/bonds and by way of term loans . 
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3.4.2.2. General Insurance Corporation of India (GIC) 
The General Insurance Corporation of India (GIC) was formed and 
registered on January 1, 1973 under the Insurance Act, 1938, in accordance with 
the provisions of the General Insurance Business (Nationalization) Act, 1972. The 
Corporation was formed as a holding company, with four subsidiary companies 
(now de-linked) viz. National Insurance Company Ltd., New India Assurance 
Company Ltd., Oriental Insurance Company Ltd. and United India Insurance 
Company Ltd. GIC, along with its erstwhile subsidiaries, was operating a number 
of need-based insurance schemes to meet the diverse and emerging needs of 
various segments of society and was providing financial assistance to industrial 
projects by way of term loans, short-term loans and direct subscription to 
shares/debentures of new and existing industrial enterprises . 
GIC's supervisory role over its erstwhile subsidiaries was extinguished by 
an administrative order and it was re-designated as the 'Indian Re-insurer' in 2000 
by an Act of Parliament to function exclusively as Life and non-Life Re-insurer. 
Subsequently, in pursuance of the General Insurance Business (Nationalization) 
Amendment Act, 2002, which became effective from March 2002, GIC ceased to 
be a holding company of its subsidiaries and their ownership was vested with 
Government of India. As 'Indian Re-insurer', GIC provides reinsurance capacity 
on a treaty and facultative basis for risks ranging from the simple to the most 
complex 
The National Insurance Company Ltd. (NIC), set up in 1906, was 
nationalized in 1973 following the amalgamation of 22 foreign and 11 Indian 
insurance companies. Other than catering to the average insurance needs of all 
sections of society, NIC provides customized and innovative financial assistance 
to the corporate sector by way of term loans, direct subscription to shares, bonds 
and debentures, commercial papers, . It also contributes to national development 
by lending funds for infrastructure projects of the Government. Apart from 
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domestic insurance business, NIC also undertakes reinsurance and overseas 
operations 
The New India Assurance Company Ltd. (NIA), incorporated in 1919, was 
nationalized in 1973. As India's leading general insurance company for over three 
decades, NIA has a pioneering presence in the Indian Insurance sector on various 
fronts, right from insuring India's first domestic airlines to the entire satellite 
insurance programme of the country It also undertakes aviation insurance, handles 
hull insurance requirements of the Indian shipping fleet and deals with 
engineering sector related insurance 
The Oriental Insurance Company Ltd. (OIC), established in 1947, was 
nationalized in 1973. In 2003, the entire shareholding of the company, hitherto 
held by GIC, was transferred to the Central Government. OIC transacts all kinds 
of non-life insurance business ranging from insurance covers for very big projects 
to the smallest insurance needs in rural areas. 
United India Insurance Company Ltd. (UII), formed in 1973 following the 
merger of 22 private insurance companies, currently offers a bouquet of insurance 
products, which can be customized to meet specific insurance needs, with fire, 
marine, motor and miscellaneous insurance comprising its core competence areas. 
UII has undertaken risk cover for several mega projects in the country. Besides, 
UII provides assistance to the corporate sector by way of term loans and 
subscription to shares/bonds . 
3.4.2.3. Unit Trust of India (UTI) 
Unit Trust of India, set up in 1964 by an Act of Parliament, is the largest 
mutual fund organization in India. It was reorganized effectively from February 1, 
2003. The UTI was established to fulfill the objectives of mobilizing retail 
savings, investing them in the capital market and passing on the benefits accrued 
from the acquisifion, holding, management and disposal of securities to the small 
investors. Apart from equity, debt and balanced schemes, UTI managed schemes 
aimed at meeting specific needs like low-cost insurance cover, regular income and 
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liquidity needs and building up funds to meet the cost of children's higher 
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education . 
3.4.3. State Level Financial Institutions 
3.4.3.1. North Eastern Development Finance Corporation Ltd. 
(NEDFC) 
North Eastern Development Finance Corporation Ltd. (NEDFC), promoted 
by all-India financial institutions and SBI, was incorporated in August 1995 under 
the Companies Act, 1956. The prime objective of NEDFC is to provide long-term 
solutions to the industrial financing needs of the North-East Region as also to 
guide entrepreneurs in identifying viable projects, equip them with requisite skills 
and technical capabilities. NEDFC focuses on projects in the eight States of 
North-East Region viz. Arunachal Pradesh, Assam, Manipur, Meghalaya, 
Mizoram, Nagaland, Sikkim and Tripura. NEDFC deals mainly with first-
generation entrepreneurs, small-scale industries, new technologies and startup 
projects. Besides offering financial products like Working Capital Loan, 
Composite Loans, North East Equity Fund and Micro Finance, NEDFC extends 
assistance for development of market for products manufactured in the North-East 
Region as also for preparation of techno-economic feasibility studies. NEDFC 
also acts as a nodal agency for disbursement of Central capital investment subsidy, 
transport subsidy and working capital interest subsidy for the North-Eastem 
States. Besides, NEDFC works on State-specific programmes for all the eight 
States based on the resources available locally. It identifies thrust areas for the 
constituent States and conducts industry/sector-specific studies relevant to the 
Region '^*. 
3.4.3.2. State Industrial Development Corporations (SIDCs) 
The State Industrial Development Corporations (SIDCs) were established 
under the Companies Act, 1956 as wholly owned undertakings of the respective 
State Governments. The SIDCs exclusively aims at promoting and developing 
medium and large-scale industries in their respective States/Union Territories. 
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There are 28 SIDCs in the country; of these, those in Andaman & Nicobar, 
Arunachal Pradesh, Daman & Diu and Dadra & Nagar Haveli, Goa, Manipur, 
Meghalaya, Mizoram, Nagaland, Tripura, Pondicherry and Sikkim also act as 
State Financial Corporations (SFCs) to provide assistance to small and medium 
enterprises and act as promotional agencies for this sector. The SIDCs extend 
financial assistance in the form of rupee, loans, under*\'riting and direct 
subscription to shares/ debentures, guarantees, inter-corporate deposits, structured 
finance and also open letters of credit on behalf of their borrowers. The SIDCs 
also undertake a range of promotional activities including preparation of 
feasibility reports, conducting industrial potential surveys, entrepreneurship 
development programmes and developing industrial areas/estates. The SIDCs, as 
nodal agencies of State Governments, also manage and operate State incentive 
schemes. Further, some SIDCs act as nodal agencies for NRI investment and 
Foreign Direct Investment (FDI) in their respective States. SIDCs have initiated 
various measures to expand the scope of their business, including undertaking a 
variety of fee-based activities, in view of sustaining their relevance and viability in 
the changing economic environment'^ ^. 
3.4.3.3. State Financial Corporations (SFCs) 
The State Financial Corporations (SFCs) are State-level financial 
institutions, which play a crucial role in the development of small and medium 
enterprises in their respective States in tandem with national priorities. Of the 18 
SFCs in the country, 17 were set up under the SFCs Act, 1951. Tamilnadu 
Industrial Investment Corporation Ltd., which was originally established as 
Madras Industrial Investment Corporation in 1949 under the Indian Companies 
Act, 1913, also functions as a SFC. The SFCs provide financial assistance by way 
of term loans, direct subscription to equity/debentures, guarantees, discounting of 
bills of exchange and seed/special capital. Besides, the SFCs operate a number of 
schemes of refinance and equity-type assistance on behalf of SIDBI, in addition to 
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special schemes for artisans, and special target groups , such as, SC/ST, women, 
ex-servicemen and physically handicapped . 
The SFCs (Amendment) Act 2000, which became effective from 
September 2000, inter alia, provides greater flexibility to the SFCs to cope with 
the challenges posed by the deregulated financial system. However, the 
Committee, constituted by the Government of India for looking into the 
functioning of SFCs and for making recommendations for their restructuring and 
revitalization, indicated in its Report that the future business prospects of SFCs are 
likely to be affected by stiff competition emerging in the financial system. 
Further, in a "Report of the Working Group on Development Financial 
Institutions" brought out by RBI in May 2004, it is stated that, due to combination 
of several factors, the SFCs' financial position has irretrievably deteriorated. 
Barring four, the remaining 14 SFCs in different States have significantly negative 
capital to risk adjusted asset ratio (CRAR) and average non-performing assets 
(NPAs) of 64 percent. According to the RBI Report, the issue of restructuring of 
SFCs has been defying any solution, despite recommendations of an Expert 
Committee advocating infusion of a considerable amount of funds. Also, it is 
uncertain whether these SFCs would turn around even after such infusion of 
funds. Concluding the report, the working group advocated for phasing out of 
SFCs within a definite timeframe, and the credit gap, if any, created by the exit of 
the SFCs from the market can be filled by banks and also by suitably repositioning 
SIDBI^l 
3.4.3.4. State Small Industries Development Corporations 
(SSIDCs) 
The State Small Industries Development Corporations (SSIDCs) were 
established under the Companies Act, 1956 as State Government undertakings. 
The exclusive aim of SSIDCs is promoting and developing small, tiny and village 
industries in the States/Union Territories, which, in turn, stimulated self-
employment among technocrats. Over the years, the SSIDCs diversified the range 
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of their activities and services to cater to the emerging needs of SSI units in the 
changed economic environment. Some of the important functions/activities of 
SSIDCs include procurement and distribution of raw materials, supply of 
machinery on hire-purchase basis, assistance to SSI units for marketing their 
products, establishment of testing laboratories, construction/up gradation of basic 
infrastructure facilities in industrial estates/sheds, development of Industrial Parks, 
extending seed capital assistance on behalf of the respective State Governments, 
organizing training programmes for unemployed youth, providing managerial 
assistance to production units and management of States' Emporia for providing 
sales window for handlooms, handicrafts, and SSI items. Some of the SSIDCs also 
run manufacturing units catering to the requirements of various departments of the 
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State Governments as also the general public . 
3.4.3.5. - Technical Consultancy Organizations (TCOs) 
Technical Consultancy Organizations (TCOs) were promoted during the 
seventies and eighties by all-India financial institutions in various states in 
collaboration with state-level financial or development institutions and 
commercial banks to cater to the consultancy needs of the small and medium 
enterprises and new entrepreneurs. In total there are 18 TCOs in various States 
with some of them operating in more than one state. Of these, the State 
Government of Kamataka sponsored the Technical Consultancy Services 
Organization of Kamataka (TECSOK). TCOs provide various types of 
consultancy services, including preparation of feasibility studies and project 
reports/ profiles, identification of potential entrepreneurs, technical and 
management assistance to new entrepreneurs, product-specific market research/ 
surveys, project supervision, energy audit and energy conservation assignments, 
consultancy assignments on turn-key basis, export consultancy for export oriented 
projects, management consultancy services, especially for diagnostic study of sick 
units or improvement in. the existing units and rehabilitation programmes, 
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entrepreneurship development programme or skill up gradation programmes and 
merchant banking services^^. 
3.4.4. Other Institutions 
3.4.4.1. Tourism Finance Corporation of India (TFCI) Ltd. 
The TFCI was constituted following the recommendations of National 
Committee on Tourism, set up by Planning Commission, as a specialized financial 
institution to cater to the needs of the tourism industry so as to ensure requisite 
priority in funding tourism-related projects sponsored TFCI. TFCI was 
incorporated as a public limited company in January 1989. In co-operation with 
All-India Financial/Investment Institutions and Banks, the TFCI provides 
assistance in the form of rupee loans, underwriting and direct subscription to 
shares/debentures, equipment leasing and foreign loan guarantee for setting up 
and/or development of tourism-related facilities, activities and services. Apart 
from conventional tourism projects in the accommodation and hospitality 
segments, TFCI also finances non-conventional tourism projects like restaurants, 
highway facilities, travel agencies, amusement parks, dolphin aria, multiplexes, 
ropeways, car rental services, ferries for inland water transport, airport facilitation 
centers, air taxis and training institutes for hotel personnel"^". 
Taking note of the modes and operations of all India financial institutions 
and development banks as discussed above, the present study makes an analytical 
case study of IDBI Ltd, the apex development bank of India and the most popular 
financial institution in the country. It was set up for the fulfillment of rapid 
industrializing policy and to support five year plans in terms of participation in 
developmental activities, it also caters the institutionalized development of Indian 
economy in post independence era. The present study takes the case of IDBI for 
the total analysis purpose which can be justified by its contribution to 
developmental activities through individual and inter-institutional assistance'*\ 
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3.5. IDBI as the Apex Development Bank of India 
The IDBI was set up for specific purposes as per special Act of the 
parliament in 1964. IDBI took initiative to establish many institutions for the 
development of overall economy. The IDBI Bank, a wholly owned subsidiary of 
IDBI, merged with IDBI as per the recommendations of the Narasimham 
committee II, and after the merger the IDBI carries out the works of both 
commercial and development banks in India. 
IDBI has a pioneering role in promoting industrial growth through 
financing of medium and long-term projects, in consonance with national plans 
and priorities. Over the years, IDBI has enlarged its basket of products and 
services, covering almost the entire spectrum of industrial activities, including 
manufacturing and services. IDBI provides financial assistance, both in rupee and 
foreign currencies, for green-field projects as also for expansion, modernization 
and diversification purposes. In the wake of financial sector reforms unveiled by 
the Government since 1992, IDBI evolved an array of fund and fee-based services 
with a view to providing an integrated solution to meet the entire demand of 
financial and corporate advisory requirements of its clients. IDBI also provides 
indirect financial assistance by refinancing loans extended by State-level financial 
institutions and banks, and by rediscounting bills of exchange arising out of sale 
of indigenous machinery on deferred payment terms'^ .^ 
IDBI has played a pioneering role, particularly in the pre-reform era'*^  
(1964-91), in catalyzing broad based industrial development in the country in 
keeping with its Government-ordained 'development banking' charter. In 
pursuance of this mandate, IDBI's activities transcended the confines of pure long-
term lending to industry and encompassed, among others, balanced industrial 
growth through development of backward areas, modernization of specific 
industries, employment generation, entrepreneurship development along with 
support services for creating a deep and vibrant domestic capital market, including 
development of apposite institutional framework'*''. 
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In September 2003, IDBI diversified its business domain further by 
acquiring the entire shareholding of Tata Finance Limited in Tata Home finance 
Ltd., signaling IDBI's foray into the retail finance sector. The fully owned housing 
finance subsidiary has since been renamed 'IDBI Home finance Limited'. In view 
of the signal changes in the operating environment, following initiation of reforms 
since the early nineties. Government of India has decided to transform IDBI into a 
commercial bank without eschewing its secular development finance obligations. 
The migration to the new business model of commercial banking, with its gateway 
to low-cost current, savings bank deposits, would help overcome most of the 
limitations of the current business model of development finance while 
simuhaneously enabling it to diversify its client/ asset base. Towards this end, the 
IDBI (Transfer of Undertaking and Repeal) Act 2003 was passed by Parliament in 
December 2003. The Act provides for repeal of IDBI Act, corporatisation of IDBI 
(with majority Government holding; current share: 58.47 percent ) and 
transformation into a commercial bank. The provisions of the Act have come into 
force from July 2, 2004 in terms of a Government Notification to this effect. The 
Notification facilitated formation, incorporation and registration of Industrial 
Development Bank of India Ltd. as a company under the Companies Act, 1956 
and a deemed Banking Company under the Banking Regulation Act 1949 and 
helped in obtaining requisite regulatory and statutory clearances, including those 
from RBI. IDBI"^ ^ was to commence banking business in accordance with the 
provisions of the new Act in addition to the business being transacted under IDBI 
Act, 1964 from October 1, 2004, the "Appointed Date" notified by the Central 
Government. IDBI has firmed up the infrastructure, technology platform and 
reorientation of its human capital to achieve a smooth transition.'^ ^ 
On July 29, 2004, the Board of Directors of IDBI and IDBI Bank accorded 
in principle approval to the merger of IDBI Bank with the Industrial Development 
Bank of India Ltd. to be formed incorporated under the Companies Act, 1956 
pursuant to the IDE (Transfer of Undertaking and Repeal) Act, 2003 (53 of 2003), 
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subject to the approval"*^ of shareholders and other regulatory and statutory 
approvals. A mutually gainful proposition with positive implications for all 
stakeholders and clients, the merger process is also completed during the financial 
year ending March 31, 2005. 
IDBI would continue to provide the extant products and services as part of 
its development finance role even after its conversion into a banking company. In 
addition, the new entity would also provide an array of wholesale and retail 
banking products, designed to suit the specific needs cash flow requirements of 
corporates and individuals. In particular, IDBI would leverage the strong 
corporate relationships built up over the years to offer customized and total 
financial solutions for all corporate business needs, single-window appraisal for 
term loans and working capital finance, strategic advisory and "hand-holding" 
support at the implementation phase of projects, among others. 
IDBI's transformation into a commercial bank would provide a gateway to 
low-cost deposits like Current and Savings Bank Deposits. This would have a 
positive impact on the Bank's overall cost of funds and facilitate lending at more 
competitive rates to its clients. The new entity would offer various retail products, 
leveraging upon its existing relationship with retail investors under its existing 
Suvidha Flexi-bond schemes. In the emerging scenario, the new IDBI hopes to 
realize its mission of positioning itself as a one stop super-shop and most 
preferred brand for providing total financial and banking solutions to corporates 
and individuals, capitalizing on its intimate knowledge of the Indian industry and 
client requirements and large retail base on the liability side"^ .^ 
IDBI upholds the highest standards of corporate governance in its 
operations. The responsibility for maintaining these high standards of governance 
lies with its Board of Directors. Two Committees of the Board viz. the Executive 
Committee and the Audit Committee are adequately empowered to monitor 
implementation of good corporate governance practices and making necessary 
disclosures within the framework of legal provisions and banking conventions. 
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The mission of IDBl"^ ^ is to be the trusted partner in progress by leveraging 
quality human capital and setting global standards of excellence to build the most 
valued financial conglomerate. In conformity with its mandate, IDBI Ltd. would 
continue to remain focused on providing development finance for broad based 
economic growth while simultaneously enhancing its retail reach, through a 
prudential combination of organic and inorganic growth. IDBI Ltd. is stepping up 
its branch expansion drive during the all-financial years and has targeted branch 
strong domestic network by 2008, apart from a respectable presence abroad. IDBI 
Ltd. is committed to leverage the virtuous combination of a highly skilled and 
dedicated work force, state-of-the-art technology platform, robust business 
strategy, innovative products & services and delivery channels for providing 
world class financial solutions and services to domestic and global customers, 
thereby optimizing shareholder value on a sustained basis^". 
IDBI went for Initial Public Offer in July 1995, keeping itself as the major 
shareholder. During the four decades of its existence, IDBI has been instrumental 
not only in establishing a well developed, diversified and efficient industrial and 
insfitutional edifice but also adding a qualitative dimension to the process of 
industrial development in the country. 1 IDBI, as a DPI, has also been actively 
involved in the development of a robust institutional framework for the domestic 
financial sector, including capital markets. It played a significant role in setting up 
of institutions like Export- Import Bank of India (Exim Bank); Small Industries 
Development Bank of India (SIDBI); North Eastern Development Pinance 
Corporation Ltd. (NEDPC); Asset Reconstruction Company (India) Ltd. 
(ARCIL); National Stock Exchange of India Ltd. (NSE); Stock Holding 
Corporation of India Ltd. (SHCIL); Credit Analysis & Research Ltd. (CARE); 
National Securities Depository Ltd. (NSDL) and IDBI Trusteeship Services Ltd. 
(ITSL)^\ 
With a view to placing clear focus on retail banking and development 
banking activities, the organization structure of the merged entity have been 
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realigned, as an interim measure, into two Strategic Business Units (SBUs), with 
one. The Development Bank SBU (DBSBU)- focusing on development banking, 
with accent on corporate finance, while the other SBU. The Commercial Bank 
SBU (CBSBU) would focus on retail-intensive commercial banking; however, 
some common functions are in the process of being integrated. The SBU structure 
would continue until the Board of Directors of IDBI Ltd. determine that the 
human resources and operating policies of both the SBUs are sufficient 
sufficiently harmonized, subject to a minimum period of three years . 
IDBI Ltd. has steadfastly^^ pursued the highest standards of Corporate 
Governance in its operations as per prevailing best corporate practices and 
statutory/regulatory requirements. The responsibility for maintaining high 
standards of governance vests with its Board of Directors and various Committees 
of the Board, which are authorized to monitor.implementation of good Corporate 
Governance practices, including making necessary disclosures within the 
framework of legal and regulatory provisions and banking conventions. Pursuant 
to Pursuant to these objectives, the Bank endeavors to ensure that its Board of 
Directors meets regularly, provides effective leadership, exercises control over 
management and monitors executive performance. The other policy directives 
include establishment of a framework of strategic control and continuous 
reviewing of its efficacy together with clearly documented and transparent 
management processes for policy development, implementation and review, 
decision-making, monitoring, control and reporting. 
The Bank provides free access to the Board to all relevant information, 
advice and resources to enable it to carry out its role effectively. IDBI Ltd. has 
three wholly owned subsidiaries: 
From table 3.1 the present status of IDBI share holding pattern can be 
assessed where the government reduced its equity up to 52 percent where it was 
the wholly owned subsidiary of RBI when it was transferred in 1974 from direct 
i l8 
ownership of ministry of finance the banks share holding is not much scattered 
among the pubUc and institutional investors Uke other companies. 
Table-3.1 
Share Holding Pattern Of IDBI Ltd As On March 2007 
Sr. 
No 
(A) 
(1) 
(a) 
(b) 
(c) 
(d) 
(e) 
(2) 
(a) 
(b) 
(c) 
(d) 
(B) 
(1) 
(a) 
(b) 
(c) 
(d) 
(e) 
(f) 
(g) 
(h) 
Category of 
shareholder 
Number of 
shareholders 
Total 
number of 
shares 
Number of shares 
held in de 
materialized form 
% O f 
shares 
(A+B) _ 
%Of 
shares 
(A+B+C) 
Shareholding of Promoter and Promoter Group 
Indian 
Individuals/ Hindu 
Undivided Family 
Central Government/ 
State Govemment(s) 
Bodies Corporate 
Financial Institutions/ 
Banks 
0 
I 
0 
0 
0 
381778000 
0 
0 
0 
0 
0 
0 
0.00 
52.71 
0.00 
0.00 
0.00 
52.71 
0.00 
0.00 
Any Other (specify) 
Sub-Total (A)(1) 
Foreign 
Individuals (Non-
Resident Individuals/ 
Foreign Individuals) 
Bodies Corporate 
Institutions 
0 
1 
0 
0 
0 
0 
381778000 
0 
0 
0 
0 
0 
0 
0 
0 
0 
52.71 
0.00 
0.00 
. 0.00 
0 
52.71 
0.00 
0.00 
0.00 
Any Other (specify) 
Sub-Total (A)(2) 
Total Shareholding of 
Promoter and Promoter 
Group (A)= 
(A)(1)+(A)(2) 
0 
0 
1 
0 
0 
381778000 
0 
0 
0 
0 
0.00 
52.71 
0 
0.00 
52.71 
Public shareholding 
Institutions 
Mutual Funds/ UTI 
Financial Institutions/ 
Banks 
Central Government/ 
State Government(s) 
Venture Capital Funds 
Insurance Companies 
Foreign Institutional 
Investors 
Foreign Venture Capital 
Investors 
39 
76 
0 
0 
6 
80 
0 
27935715 
. 36730043 
0 
0 
64484898 
74302617 
0 
27935455 
36705137 
0 
0 
64484898 
74299957 
0 
3.86 
5.07 
0.00 
0.00 
8.90 
10.26 
0.00 
3.86 
5.07 
0.00 
0.00 
8.90 
10.26 
0.00 
Any Other (specify) 
State Finance 
Corporation 
Sub-Total (B)(1) 
2 
203 
90400 
203543673 
54720 
203480167 
0.01 
28.10 
0.01 
28.10 
Source: NSE, Corporate Information, (2007), share Holding Pattern www.nseindia.com 
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(2) 
(a) 
(b) 
(i) 
(ii) 
(c) 
(C) 
Table l.l(Contd...) 
Sub-Total (B)(1) (Contd) 
Non-institutions 
Bodies Corporate 
203 
3088 
203543673 
26382826 
203480167 
25797982 
28.10 
3.64 
28.10 
3.64 
Individuals 
Individual shareholders holding nominal share 
capital up to Rs. 1 lakh 
Individual shareholders holding nominal share 
capital in excess of Rs. 1 lakh 
331481 
579 
95018697 
15825431 
68367445 
15452911 
13.12 
2.18 
13.12 
2.18 
Any Other (specify) 
Societies 
Overseas Corporate Bodies 
NSDL (Transit) 
Trusts 
Sub-Total (B)(2) 
Total Public Shareholding (B)= (B)(1)+(B)(2) 
TOTAL (A)+(B) 
Shares held by Custodians and against which 
Depository Receipts have been issued 
GRAND TOTAL (A)+(B)+(C) 
8 
4 
0 
67 
335227 
335430 
335431 
0 
335431 
28960 
249780 
746860 
779861 
139032415 
342576088 
724354088 
0 
724354088 
0 
249460 
744757 
720821 
II1333376 
314813543 
314813543 
0 
314813543 
0.00 
0.03 
0.10 
0.11 
19.19 
47.29 
100.00 
0.00 
0.03 
0.10 
0.11 
19.19 
47,29 
100.00 
0.00 
100.00 
Source: NSE Corporate Information,( 2007), Share Holding Pattern, vvww.nseindia.com 
IDBI Capital Market Services Ltd. (ICMS): The ICMS was set up in 
December 1993 to offer a broad range of capital market related services, including 
Bond Trading, Retail Distribution, Mutual Funds Distribution, Equity Broking, 
Client Asset Management, Depository Services, Merchant Banking, . ICMS is a 
leading Primary Dealer of the country '^*. 
IDBI Home Finance Ltd. (IHFL): In order to make a foray into retail 
financing, the erstwhile IDBI acquired the entire shareholding of Tata Finance 
Limited in Tata Home finance Ltd. The housing finance company has since been 
named as IDBI Home finance Ltd^ .^ 
IDBI Intech Ltd. (Intech) was set up in March 2000 to undertake 
information technology (IT) related activities. However, as IT is not a permissible 
business for banking companies under section 19 of the Banking Regulation Act, 
1949, IDBI Ltd. is in the process of winding up the operations of Intech^^. Also 
IDBI introduced the gift card for which allows presentation to beloved people to 
purchases goods and services at over 3.24 lakhs merchant establishments in India 
that accept Visa cards. No heartaches of being bound to specific stores with gift 
vouchers. 
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3.6. Conclusion 
The emerging economies in postcolonial era faced the difficulty of 
choosing an appropriate mechanism for channeHzing resources into the 
development efforts. Many of them had inherited capital-starved primitive 
financial systems. Such system could not be relied upon to allocate resources 
among competing demands in the economy. In such a situation several 
governments in Continental Europe and East Asian economies decided to take 
matters into their hands and established institutions specifically to cater to the 
requirements of financial resources for developmental effort. Such institutions 
were called Development Financial Institutions (DFIs). In India DFIs were 
established with the Government support for underwriting their losses and for 
making available low-cost resources for lending at a lower rate of interest than 
that demanded by the market for risky projects. This arrangement worked well in 
the initial years of development. 
The post independence period of Indian economy witnessed lacking in 
technology and money where the country was fully self-sufficient with raw 
material and human resources. The entrepreneurial development of a country 
needs all the four elements. To cater the financial as well as the consultancy needs 
entrepreneurs and technocrats the government set up various financial institutions 
with different aims and objectives. In 1948 IFCI, and in 1956 ICICI and in 1964 
IDBI and in 1971 IRBI were the major establishments. Furthermore the 
government took major steps to encourage the export and agriculture through 
setting up of EXIM bank and NABARD. Altogether the government in different 
years established the LIC, GIC, and UTI for further affluence of investment 
atmosphere within the country. 
The basic objective of each institution is different where the development 
banks specially meant for developmental financing for new and existing business 
firms. All the six development banks are now in a way to diversify their business 
fortes in the current business environment after liberalization. The development 
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banks are now in a turn to be transformed to commercial banks or non banking 
financial companies (NBFCs). Among the six development banks ICICI has 
already transformed to pure commercial bank and IDBI has acquired IDBI bank 
and started the combined business of commercial bank and project financing. The 
other banks except SIDBI and IDFC are now looking for the suitable merge 
options. However the major changes in the business environment of development 
banks had its impact on its business domain and their lending activities which is 
the basic objective of the research study. The next chapter would present a picture 
on business environment of development banks of India in pre and post 
liberalization regime with special reference to IDBI, the apex development 
financial institution of India. 
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CHAPTER-IV 
BUSINESS ENVIRONMENT AND DEVELOPMENT BANKING IN 
INDIA: PRE AND POST LIBERALIZATION REGIME 
4.1. Introduction 
In the previous chapter, a comprehensive outhne of all India Development 
Financial Institutions (hereafter DFIs) has been given with special reference to all 
India Development Banks (hereafter AIDBs), highlighting the need, importance, 
evolution of development banking, activities and responsibilities of each 
development banks, stages of development in development banking, and structure 
of development banking in India with special reference to Industrial Development 
Bank of India(hereafter IDBI). The present chapter is a detailed analysis and 
evaluation of the business environment of Indian Development Financial 
Institutions and banking sector in pre and post reform period. 
The financial sector in India currently comprises financial institutions, 
financial markets and financial instruments. The various segments of the financial 
market in India are the credit market, the money market, the Government 
securities market, the foreign exchange market, the capital market and the 
insurance market. While the money. Government securities and foreign exchange 
markets are regulated by the Reserve Bank, the capital market falls within the 
purview of Securities and Exchange Board of India (hereafter SEBI) and the 
insurance market is regulated by the Insurance Regulator y and Development 
Authority (IRDA). In order to develop these markets, both, the Reserve Bank of 
India (RBI) and SEBI have taken several measures over the years'. 
The multidimensional structure of Indian financial system has its strong 
implication on the banking sector and that the sound financial institutions are the 
key indicator of development of the country. In a developing country like India 
where the industrial growth is on a boom the role of development financial 
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institutions and development banks is very important. The role of development 
finance is to identify the gaps in institutions and markets in a country's financial 
sector and act as a 'gap-filler'. The principal motivation for developmental finance 
is, therefore, to make up for the failure of financial markets and institutions to 
provide certain kinds of finance to certain kinds of economic agents. The failure 
may arise because the expected return to the provider of finance is lower than the 
market-related return (notwithstanding the higher social return) or the credit risk 
involved cannot be covered by high risk premium as economic activity to be 
financed becomes unviable at such risk-based price. Development finance is, thus, 
targeted at economic activities or agents, which are rationed out of market. The 
vehicle for extending development finance is called development financial 
institution (DPI) or development bank^. 
A DPI is defined as "an institution promoted or assisted by the Government 
mainly to provide development finance to one or more sectors or sub-sectors of 
the economy. The institution distinguishes itself by a judicious balance as between 
commercial norms of operation, as adopted by any private financial institution, 
and developmental obligations. It emphasizes the "project approach" - meaning the 
viability of the project to be financed - against the "collateral approach"; apart 
from provision of long-term loans, equity capital, guarantees and underwriting 
functions, a development bank normally is also expected to upgrade the 
managerial and the other operational pre-requisites of the assisted projects . Thus, 
the basic emphasis of a DPI is on long-term finance and on assistance for activities 
or sectors of the economy where the risks may be higher than that the ordinary 
financial system is willing to bear. DPIs may also play a large role in sfimulating 
equity and debt markets by (i) selling their own stocks and bonds; (ii) helping the 
assisted enterprises float or place their securities and (iii) selling from their own 
portfolio of investments'^. 
In India, the government initiated the reform process following the serious 
balance of payment crisis. The reforms changed the total structure of financial 
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institutions, and its ultimate impact on the banking sector as well as on other key 
sectors. The banking sector reforms have established a competitive system driven 
by market forces. The process, however, has not resulted in disregard to social 
objectives, such as, maintenance of the wide reach of the banking system or 
channelization of credit towards disadvantaged but socially important sectors. At 
the same time, the reform period experienced strong balance sheet growth of the 
development banks in an environment of operational flexibility. A key 
achievement of the development banking sector reform has been the sharp 
improvement in the financial health of development banks, reflected in significant 
improvement in capital adequacy and improved asset quality. This has been 
achieved despite convergence of the prudential norms with the international best 
practices. There have also been substantial improvements in the competitiveness 
of the Indian development-banking sector reflected in the changing composition of 
assets and liabilities of the banking sector across bank groups. Even though there 
is a markable downward trend in the sanctions and disbursement of development 
banking in India for the last five years as a result of the market driven operational 
flexibility and considerable improvement in the projected reforms activities. In 
line with increased competitiveness, there has been improvement in efficiency of 
the banking system reflected inter alia in the reduction in interest spread, operating 
expenditure and cost of intermediation in general. At the same time, there have 
been improvements in other areas as well including technological deepening and 
flexible human resource management^. 
The pre and post reform regime is analytically divided into four phases 
according to the changes in the business dimensions and environment. The first 
phase is the post independence era of establishment of these financial institutions 
and its gradual development growth starts from 1948 up to 1974, which witnessed 
establishment of the apex development banks. The second phase, between 1974 
and 1991, witnessed achieving of major land marks in the history of these 
financial intermediaries. The third phase, between 1991 and 2001, is the first 
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decade of post liberalization globalization regime in which most of the 
development banks flourished by diversifying their business and all the 
development banks entered into secondary market to get advantage of cheep 
sources of funds and as a result the total market capitalization of these banks 
especially development banks increased. The fourth phase, from 2001 onwards, is 
the neo-liberal regime and the phase of new generation reforms that enabled the 
banks and development banks to corporatize themselves and finally all the 
development banks converted in full-fledged commercial banks that offered them 
high degree of operational flexibility. 
4.2. First Phase of Development Banks in India (1948-1974) 
The first phase witnessed the establishment of Industrial Finance 
Corporation of India (IFCI) in 1948, ICICI in 1956, and Industrial Development 
Bank of India (IDBI) in 1964 through special Acts of Parliament. The phase is 
important because the need was felt to establish the development financial 
institutions for industrial as well as institutional development in Indian economy. 
Immediately after independence the government set up this development financial 
institutions to support the planned development in all the regions of the country. 
The five-year plans were implemented in those years as a model of planned 
development by the help of those institutions that helped in the maturity of 
agricultural and industrial development. Besides IFCI and SFCs, in the early phase 
of planned economic development in India, a number of other financial institutions 
were set up, which includes the following. ICICI Ltd.4 was set up in 1955, LIC in 
1956, Refinance Corporation for Industries Ltd. in 1958 (later taken over by 
IDBI), Agriculture Refinance Corporation (precursor of ARDC and NABARD) in 
1963, UTI and IDBI in 1964, Rural Electrificafion Corporation Ltd. and HUDCO 
Ltd. in 1969-70, Industrial Reconstruction Corporation of India Ltd. (precursor of 
IIBI Ltd.) in 1971 and GIC in 1972. It may be noted here that although the powers 
to regulate financial institutions had been made available to RBI in 1964 under the 
newly inserted Chapter IIIB of RBI Act, the definition of term 'financial 
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institution' was made precise and comprehensive by amendment to the RBI Act 
Section 45-1 (c) in 1975. The main feature of the first phase of development 
banking in India is the strict government control over those banks and mainly the 
basic Five-Year plans lay in between these years that too include the 
infrastructural development, agriculture development green revolution, SSI 
development, priority sectoral advances. Therefore the role of development 
banking were mostly needed or utilized these years and also it was the regime for 
foundation for future high growth, which is channelized after the financial sector 
reforms^. 
4.3. Second Phase of Development Banks in India (1974-1991) 
The Industrial Policy of 1977 that was drawn up with a socialistic point of 
view was an important landmark of the second phase of development banking. 
The RH Bhatt Committee on SMEs was set up in 1973 with a strong terms of 
reference of entrepreneurial development resulted in establishment of venture 
capital funds by the conclusion of 80s. Another important change that took place 
in 1974 was the insertion of Section 4A to the Companies Act, 1956 where under 
o 
certain existing institutions were categorized as 'Public Financial Institutions ' 
(PFI) and the powers of Central Government to notify any other institution as PFI 
were laid down. In exercise of these powers government has been notifying from 
time to time certain institutions as PFIs. As on date, under the Section 4A, six 
specified institutions are regarded as PFI and it has been provided that the 
Securitization Company or Reconstruction Company which has obtained a 
certificate of registration under sub-section (4) of Section 3 the Securitization and 
Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002 
shall also be regarded as a PFI. Besides these institutions, GOI has been notifying, 
from time to time, certain other FIs as PFIs and as on date additional 46 
institutions have been so notified. The main feature of the second phase is the 
arrival of Janata Party government that declared more welfare activities to 
safeguard the stability of the government and that too with the participation of 
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these development banks. The phase also witnessed Central Government 
initiatives like priority sector lending, writing-off of agricultural and SSI advances, 
and other attractive involvements in rural life . 
The following are the FIs set up after 1974. NABARD was set up in 1981, 
Export Import Bank of India (EXIM Bank) (functions carved out of IDBI) in 
1982, SCICI Ltd. in 1986 (set up by ICICI Ltd. in 1986 and later merged into 
ICICI Ltd. in 1997), PFC Ltd. and Industrial Reconstruction Finance Corporation 
(hence forth IRFC) Ltd. In 1986, IREDA Ltd. in 1987, RCTC Ltd. and 
Technology Development Information Corporation of India (henceforth TDICI 
Ltd. (later known as IFCI Venture Capital Funds Ltd. and ICICI Venture Funds 
Management Ltd.) in 1988, National Housing Board (NHB) in 1988, Technology 
Finance Corporation (TFCI) Ltd. (set up by IFCI) in 1989, SIDBI (fiinctions 
carved out of IDBI) in 1989, North-East Development Financial InstitutioOan 
(NEDFI Ltd), in 1995 and Infrastructure Development Finance Corporation 
(IDFC) Ltd. in 1997. As may be observed from the foregoing, over the years, a 
wide variety of DFIs have come into existence and they perform the 
developmental role in their respective sectors. Apart from the fact that they cater 
to the financial needs of different sectors, there are some significant differences 
among them. While most of them extend direct finance, some extend indirect 
finance and are mainly refinancing institutions viz., SIDBI, NABARD and 
National Housing Board (NHB) which also have a regulatory / supervisory role. 
DFIs can be broadly categorized as all-India or state / regional level institutions 
depending on their geographical coverage of operation. Functionally, all-India 
institutions can be classified as (i) term-lending institutions (IFCI Ltd., IDBI, 
IDFC Ltd., IIBI Ltd.) extending long-term finance to different industrial sectors, 
(ii) refinancing institutions (NABARD, SIDBI, NHB) extending refinance to 
banking as well as non-banking intermediaries for finance to agriculture, SSIs and 
housing sectors, (iii) sector-specific / specialised institutions (EXIM Bank, TFCI 
Ltd., REC Ltd., HUDCO Ltd., IREDA Ltd., PFC Ltd., IRFC Ltd.), and (iv) 
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investment institutions (LIC, UTI, GIC, IFCI Venture Capital Funds Ltd., ICICI 
Venture Funds Management Co Ltd.). State / regional level institutions are a 
distinct group and comprise various SFCs, SIDCs and NEDFI Ltd'* .^ 
In terms of regulatory aspects, it may be observed that banks are part of the 
payment system and are 'creators' of credit. RBI's regulation over them has 
historically been far more comprehensive than that over non-banking institutions 
(NBIs), which include FIs established by statute and NBFCs. While the 
comprehensive legislation and regulations concerning banks have been in place for 
a long time under the BR Act, 1949, the regulation on NBIs was introduced 
comparatively late in 1964 when by an amendment to the RBI Act, 1934 a new 
Chapter IIIB was inserted in the Act to give necessary powers to the RBI to 
regulate the deposit acceptance activities of the NBIs. Significant amendments to 
the Chapter IIIB were effected in 1974 and 1997 vesting the RBI with greater 
powers to exercise control over the NBIs, in particular over Non-Banking 
Financial Companies (NBFCs). Broadly speaking, under the Reserve Bank of 
India Act, 1934, the terms 'Non-Banking Institutions' (NBI), 'Financial 
Institutions' (FI) and 'Non-Banking Financial Companies" (NBFC) are defined as 
follows. "Non-banking institution" means a company, corporation or co-operative 
society" 
The term "financial institution" (FI) means any non-banking institution 
which carries on as its business or part of its business any of the activities , such 
as, the financing of any activity other than its own; the acquisition of marketable 
securities; letting or delivering of goods under a hire purchase agreement; 
insurance business; chits or 'kuries' business and running schemes involving 
collection of monies and awarding prizes or gifts or disbursing monies in any 
other way. However, the term does not include any institution, which carries on as 
its principal business, agricultural operations; or industrial activity; or the purchase 
or sale of any goods (other than securities) or the providing of any services; or the 
purchase, construction or sale of immovable property. The term "non-banking 
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financial company" means a financial institution which is a company; a non 
banking institution which is a company and which has as its principal business the 
receiving of deposits, under any scheme or arrangement or in any other manner, or 
lending in any manner; and such other non-banking institutions as RBI may 
specify. Thus, it may be noted that RBI had been vested with certain powers over 
NBIs including DFIs and NBFCs since 1964. However, till about 1990, the thrust 
of RBI's regulatory action remained confined to the deposit taking activities of the 
NBIs. There was practically no regulation of FIs other than NBFCs till 1990. 
Around 1990, the significant growth and diversification of Indian financial system 
in some preceding years, coupled with its development from the short end to the 
long into a continuum, made it necessary for the RBI to take an integrated view of 
the operations of banks and select all India FIs for providing more comprehensive 
basis to the formation of monetary and credit policies. Accordingly, RBI to widen 
the scope of its oversight beyond banks, so as to gradually encompass the broader 
financial system, initiated certain steps. As a part of the decision to undertake 
active monitoring and regulation of FIs, in 1990, RBI took a close look at the 
powers available to it under the RBI Act, 1934 in relation to FIs and it was noted 
that even though the provisions of the Chapter IIIB of RBI Act were introduced in 
the context of the NBIs receiving deposits, the RBI had been empowered under the 
provisions of RBI Act to require the FIs, independent of their deposit taking 
activities, to furnish information to RBI and it was also sufficiently empowered to 
carry out inspection of FIs. Further, it was noted that RBI also had powers to give 
directions to FIs not only in relation to acceptance of public deposits but also in 
matters related to conduct of business by the FIs provided RBI was satisfied that it 
was necessary to do so for the purpose of regulating the credit system of the 
country to its advantage and in issuing such directions to FIs, RBI has due regard 
to the conditions in which, and the objects for which, the FI has been established, 
its statutory responsibilities, if any, and the effect the business of such FI is likely 
1 9 
to have on trends in the money and capital markets . 
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4.4. The Environmental Changes in Development Banking up to 1991 
Historically, low-cost funds were made available to Development Banks to 
ensure that the spread on their lending operations did not come under pressure. 
Development banks had access to soft window of Long Term Operation (LTO) 
funds from RBI at concessional rates. They also had access to cheap funds from 
multilateral and bilateral agencies duly guaranteed by the Government. They were 
also allowed to issue bonds, which qualified for SLR investment by banks. For 
deployment of funds, they faced little competition as the banking system mainly 
concentrated on working capital finance. With initiation of financial sector 
reforms, the operating environment for Development banks changed substantially. 
The supply of low-cost funds was withdrawn forcing Development banks to raise 
resources at market-related rates. On the other hand, they had to face competition 
in the areas of term finance from banks offering lower rates. The change in 
operating environment coupled with high accumulation of non-performing assets 
(NPAs) due to a combination of factors caused serious financial stress to the term-
1 "X 
lending institutions . 
4.5. Third Phase of Development Banking in India (1991-2001) 
The third phase of development banks in India is the regime for financial 
liberalization. The present study is an empirical work on the aspects of growth and 
development which has taken place during this phase and a look into its impact on 
the business environment. The main feature of development banks in this regime 
is the new openings of business divergence and new opportunities. All the 
developments banks took initiation to enter into field of banks. Regulatory 
framework would be necessary to facilitate the smooth migration of a DFI into a 
bank. The objective of the framework would be not to dilute the rigors of the 
regulation for banks, but to take a pragmatic view on certain regulations and to 
defer their application for a specified period of time to allow the newly created 
bank to smoothly adjust its asset pattern to the requirements of prudential or 
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statutory regulation. On grounds of practical considerations, the entities may need 
relaxations in the application of the regulations relating to restrictions on equity 
holdings acquired by way of project finance and lending to priority sector. The 
relaxations may, however, be given only for a specified time-period of 3 to 5 years 
in respect of legacy portfolio of assets as on the day of conversion and the 
incremental portfolio should be subject to the full rigor of regulations from the 
inception of the converted bank'"*. 
No relaxation should be given, unless mandated by statute from the 
prudential regulations , such as, minimum capital requirements, income 
recognition, asset classifications and provisioning norms, capital adequacy 
prescriptions, maintenance of CRR and SLR, building up of reserve funds besides 
other regulations relating to drawing of accounts and audit, permissible banking 
business, restriction on common directors and connected lending etc. 
4.6. Fourth phase of Development Banking in India; 2001 Onwards 
The fourth phase or neo-liberal phase of Development Banking in India has 
been witnessing a great divide in the business dimensions of development banks. 
All the development banks transformed, into full-fledged commercial banks that 
also focus on project finance in order to secure the high degree of operational 
flexibility and internal autonomy. The development banks further reduced their 
government stake in their total capitalization and more emphasized on the new 
dimensions of businesses. The public sector banks were compelled to impose the 
theory of corporate governance as a result of Ganguly committee ^ and 
development banks also followed the same. ICICI Ltd merged with ICICI bank 
that is the subsidiary of ICICI Ltd and converted into a pure commercial bank and 
also IDBI bank merged with IDBI Ltd and became a commercial bank that also 
gives importance for project finance. The other Development Banks, such as, 
IFCI and IIBI are still in their due diligence process with IDBI and PNB 
respectively to become full-fledged commercial banks. N. Janardhana Reddy 
committee'^ and working group'^ of development financial institutions, were set 
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up for further recommendations on the Development Banking business in India 
during this time which strongly recommended for corporatization of these 
institutions and, if possible, for merging of them with any other commercial 
bank'l 
4.7. Business Environment For Development Banks in India Since 
Liberalization 
During 1990-91, as an adjunct to the monetary and credit policy, RBI had 
started monitoring the activities of select large size FIs, viz., IDBI, IFCI, ICICI 
Ltd., IRBI, EXIM Bank, NABARD, SIDBI, NHB, LIC, GIC and UTI. 
Accordingly, to know the size and nature of the financial flows, particularly the 
total debt and investment instruments that go to finance the non-financial sectors 
of the economy, a system called Financial Institutions Information System (FIIS) 
was introduced. Subsequently, the Committee on Financial System' had 
recommended, in its report released in November 1991, that a quasi-autonomous 
Banking Supervisory Board might be set up under the aegis of RBI and it should 
have supervisory jurisdiction not only over banks and NBFCs but also over FIs. 
Near about the same time, the committee appointed by Governor, RBI to enquire 
into the securities transactions of banks and FIs , had, in its first report, brought 
out several serious irregularities in these securities transactions. 
Following the recommendations of the above two committees, approach of 
RBI towards regulation and supervision of the select FIs monitored by it 
underwent a change. Beginning from issuance in 1992 of guidelines relating to 
transactions in securities held in the investment portfolio by the select FIs, (one of 
the follow up measures on the Janakiraman Committee RBI started issuing 
regulatory instructions to the FIs. After prolonged consultations with the select FIs 
and Government of India, RBI extended prudential norms relating to income 
recognition, asset classification and provisioning as also the capital adequacy to 
the select DFIs, in phases, since 1994. Besides, since 1995, after the setting up of 
the Board for Financial Supervision (BFS) in keeping with the recommendations 
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of the Narasimham Committee-I^^, RBI also started conducting periodical 
inspection of these DFIs. Later, in 1997, in the wake of certain adverse 
developments in the NBFCs sector, RBI Act, 1934 was further amended 
extensively and RBI regulation over NBFCs was made quite comprehensive. 
Some of the select FIs already being regulated and supervised by RBI e.g. ICICI 
Ltd. and IFCI Ltd., which were constituted as companies, got covered by the 
definition of NBFCs as given in the amended RBI Act, 1934. RBI, however, on a 
case-to-case basis and for specific periods rolled over, did not apply the regulatory 
guidelines for NBFCs to them and instead continued to regulate and supervise 
them only as DFIs. Notwithstanding the above-mentioned developments that took 
place from 1964 till date in regard to the RBI's regulation over DFIs, it is observed 
that there are still many areas in which the regulatory structure for DFIs differs 
significantly from that applicable to banks and NBFCs. The differences are 
discussed hereunder. 
Whenever a bank emerges on the Indian scene, it automatically gets 
covered under RBI's regulatory framework in terms of BR Act, 1949. In respect of 
NBIs, it is observed that two types have emerged on the Indian scene. The first 
comprises the statutory FIs set up under their respective statute. The second type 
comprises the FIs that are set up as companies under Companies Act, 1956, and 
hence, by definition, are NBFCs. Since the 1997 amendment to the Chapter IIIB of 
RBI Act, 1934 all NBFCs have to adhere to the provisions of the Chapter IIIB^^ 
and the guidelines issued by RBI there under unless specifically exempted from 
doing so by RBI. In regard to the FIs established under the statute, over which RBI 
has been given enabling powers under the RBI Act, 1934, RBI has been using its 
discretion in deciding which of the FIs are to be regulated and supervised. The 
entity wise decisions so far taken in this regard appear to have been taken on a 
case-to-case basis. At present RBI regulates and supervises only nine select DFIs, 
viz., IDBI, IFCI Ltd. TFCI Ltd., IDFC Ltd., IIBI Ltd., EXIM Bank, NABARD, 
NHB and SIDBI. Of these, IFCI Ltd. TFCI Ltd., IDFC Ltd. and IIBI Ltd., being 
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companies, are, by definition, NBFCs. they continue to be regulated and 
supervised by RBI as DFIs. In this connection, it is also noted that under the 
provisions of RBI Act, 1934, only NBFCs are require to get registered with RBI. 
There is no provision for similar registration with RBI of the FIs established by 
statute. On account of this it is possible that, at any given time, RBI may not be 
formally notified with regard to all FIs established by statute '^*. 
In line with banks, there has been an almost across-the-board improvement 
in the financial health of other financial intermediaries as well in terms of 
Improvements in capital position and reduction in NPLs. Among the cooperative 
banks, there have been improvements in capital position, reduction in spread and 
operating expenses. Despite the decline in NPLs as a proportion of total assets for 
a majority of the cooperative banks, the ratio for some of the large cooperative 
banks increased significantly, mainly on account of inappropriate risk-
management and corporate governance practices. Measures have been put in place 
to guard against repetition of such episodes, but this remains a burden. Capital 
adequacy levels of most of the major development financial institutions (DFIs) 
have improved while NPL levels declined since the mid-1990s. Moreover, 
reflecting the adaptability of DFIs to changed business environment under the 
reform process, the share of Para-banking activities , such as, underwriting, direct 
subscription and guarantees has increased from 10 per cent in the early-1990s to 
over 30 per cent in recent years. Some of the DFIs, however, have not been able to 
adjust as well as the others in the new environment mainly because of their past 
investment behaviours. Moreover, a few of the large DFIs felt that they could 
perform better as banks under the new environment. ICICI and IDBI have already 
transformed themselves into full-fledged banks. There has also been a large 
transformation in the NBFC sector, whereby a large number of NBFCs have 
discontinued their public deposit taking activities. Under the strategy of sequenced 
reform, such measures in the insurance sector were introduced later than the 
banking sector. Despite this relatively late start, the insurance sector has witnessed 
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considerable changes over the past few years. A large number of private insurance 
companies, generally with foreign capital participation, have entered the sector . 
The performance of post and pre reforms regime can be worked out through 
the banks' gradual developments and diversifications from their traditional 
development financing. The main objective of setting up of these development 
banks was to promote rapid industrialization of the country after the independence 
and to promote project finance, support for removing regional imbalances in 
industries and other investments where the major impact of financial liberalisation 
has been seen. The Development Banks and the banks were diverted from their 
traditional way of financing and entered into pure commercial banking business 
and due to high operational efficiency and internal autonomy the banks are still 
dominating in the commercial banking business too. 
In recent times, the Indian financial system has undergone a significant 
transformation in terms of structure, performance and participants. In the light of 
these changes and keeping in view the need for evolving vibrant financial system, 
the government set up three committees or working group to study the business 
environment of banking as well as financial institutions. The committees headed 
by N Narasimham (1991 and 1997) SH Khan 1997, and Shri. N. Sadasivan (2003). 
This can be seen as the main feature of the third phase of Development Banking in 
India after liberalisation of economy. 
The Narasimham Committee (I) was set up to study the banking sector in 
India, and it had stated the number of issues regarding the working and business of 
the Development Banking in India. It also had taken the stance that efficiency of 
development banks and operation should be ownership neutral. Narasimham 
Committee-II indicated that predominant public ownership of both development 
and commercial banks is in conflict with efficiency of operations. Narasimham 
77 
committee II advocated a reduction in the minimum public ownership from 51 
per cent to 33 per cent and the government has formally announced the acceptance 
of this recommendation. 
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Narasimham Committee (11)^ ^ had emphasized that the Development banks 
should either become banks or NBFCs. What is emerging is a cafeteria approach 
under which a FI can either itself become a bank or use the conglomerate approach 
and set up a banking subsidiary. The present environment is excessively 
permissive. There must be an incentive/disincentive system and FIs should be 
given a clear outer time frame by which they would have to become banks. The 
FIs are far too big to be allowed to function outside the regulatory framework for 
banks, and yet enjoy a favourite son status. 
The Narasimham Committee report focused the issue of Universal 
Banking, and its recommendations had imposed on all the development banks to 
survive by either converting to commercial banks or non banking financial 
corporation. The action on strengthening the foundations of the system by 
improving asset quality enhancing capital and improving profitability would need 
to go along with structural changes in the system. Already the commercial banks 
have been making in larger measure than before, term finance to industry and 
providing investment banking services apart from setting up subsidiaries in such 
diverse areas as mutual funds securities trading and factoring. 
The Reserve Bank had constituted a Working Group in December 1997 for 
harmonizing the Role and Operations of DFIs under the Chairmanship of Shri 
S.H.Khan with the following terms of reference : 
• To review the Role, Structure and Operations of DFIs and Commercial Banks 
in the emerging operating environment and suggest changes; 
• To suggest measures for bringing about harmonization in the lending and 
working capital finance by DFIs; 
• To examine whether DFIs could be given increased access to short-term funds 
and the regulatory framework needed for the purpose; 
• To suggest measures for strengthening of organization, human resources, risk 
management practices and other related issues in DFIs in the wake of Capital 
Account Convertibility; 
• To make such other recommendations as the Working Group may deem 
appropriate to the subject. And the Working Group, in its Report submitted in 
April 1998, made the following sets of recommendations: 
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4.7.1. Changes in Role, Structure and Operations 
• Progressive move towards universal banking and the development of an 
enabling regulatory framework for the purpose 
• Granting full banking license to DFI, in the interim, they may be permitted to 
have a banking subsidiary with 100 per cent holding 
• The appropriate corporate structure should be an internal management or 
shareholder decision. 
• Permit mergers between banks, banks and DFIs encompassing both strong and 
weak (but viable) entities and two strong ones. 
• Provide DFIs with appropriate level of financial support to enable them to 
fulfil their developmental obligations. 
4.7.2. Clianges in the Regulatory and Legal Framework 
• Function-specific regulatory framework must be introduced for both foreign 
and local entities that render identical services. 
• The establishment of a 'super regulator to supervise and co-ordinate the 
activities of the multiple regulatory agencies to ensure uniformity in regulatory 
treatment. 
• Thorough revamp of the 1993 Act on Recovery of Debts from Banks and DFIs 
4.7.3. Changes in Supervisory Practices 
• Supervisory Authority should undertake primarily off-site supervision based on 
periodic reporting by the Banks or DFIs. 
• Consolidated supervision of DFIs/Banks involving contact and exchange of 
supervisory and financial information with other supervisors. 
• Development of a 'risk-based supervisory framework' consistent with firms' 
risk profiles and not merely their corporate structures 
4.7.4. Statutory Obligations 
• Reduction in CRR in a progressive manner to international levels within a 
time-bound frame 
• Phasing out SLR in line with the international practice. 
4.7.5. Re-organization of State-Level Institutions (SLIs) 
• Corporatisation of SLIs to improve their efficiency 
• Encourage strong SFCs to access the market by way of Initial Public Offerings. 
• Transfer the present shareholding of IDBI in SLIs to SIDBI that, in turn, 
should be vested with the overall responsibility for enacting policy and 
procedural guidelines with regard to operations of SFCs. 
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4.7.6. Harmonizing the Role, Operations and Regulatory framework of DFIs 
• Set up a Standing Committee on which Banks and DFIs would be represented 
to achieve closer coordination and harmonization between these institutions. 
• Removal of the existing ceiling for resource mobilization by DFIs by way of 
various instruments like term money borrowings, CDs, term deposits and inter-
corporate deposits and other related terms and conditions. 
• Assign a uniform risk weightage of 20 per cent for investment made by 
commercial banks in bonds of'AAA' rated DFIs. 
• Investment by a bank in SLR securities issued by a DFI should be excluded 
while calculating the exposure to that DFI. 
• DFIs should be granted full Authorized Dealer's license 
4.7.7. Organization Re-design 
• Develop best practices in the area of corporate governance , such as, imparting 
full operational autonomy and flexibility to Management and Boards of Banks 
and DFIs. 
4.7.8. Risk Management 
• Clear strategies approved by the Board of Directors as to the risk management 
policies and procedures. 
• An Integrated treasury and a proactive Asset-Liability Management (ALM), 
encompassing both on- and off-balance sheet items. 
4.7.9. Information Technology and MIS 
• Align the legal framework to render the system compatible with a technology-
driven banking environment. 
4.7.10. Human Resources Development (HRM) and Development Banks 
• HRD agenda should focus on prescient management and leadership; enhance 
skill building and skill up-gradation; develop market-related compensation 
packages. 
Pursuant to the recommendations of the Khan Working Group on 
Harmonizing the Role and Operations of the Development Financial Institutions 
and Banks, a Discussion Paper was prepared outlining the issues arising out of the 
-5 1 
recommendations of the Narasimham Committee II and the Khan Working 
Group. Extensive discussions were held on the issues brought out in the paper and 
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i broad policy framework was outlined in the Mid-Term Review of Monetary and 
Z!redit Policy of 1999-2000 of RBI. The principle of Universal Banking was 
•ecognized as a desirable goal. It was also recognized that the DFIs would 
continue to have a special role in Indian financial system until the debt market 
iemonstrated substantial improvement in terms of liquidity and depth. However, 
my DPI that wishes to transform into a bank should have the option provided the 
prudential norms applicable to the banks are fiilly satisfied. To this end a DPI 
*vould need to prepare a transition path in order to fully comply with the 
•egulatory requirements of a bank. The DFIs were, therefore, advised to consult 
i^I for such transition arrangements that RBI will consider on a case-to-case 
3asis. The need for strengthening the regulatory framework of RBI in respect of 
DFIs, if they were to be given greater access to short-term resources for meeting 
:heir financing requirements, was recognized. It was expected that in the light of 
;he evolution of the financial system, the Narasimham Committee's 
recommendation that ultimately there should only be banks and restructured 
MBFCs, could be operationalised. The operational guidelines for enabling a DPI to 
convert to universal bank were issued in 2001 following the policy pronouncement 
Dy RBI on 'Approach to Universal Banking'. The DFIs were advised that those 
who choose to convert into bank might formulate a roadmap for the transition path 
and strategy for smooth conversion over a specified time frame. It was also 
advised that the plan should specifically provide for full compliance with 
prudential norms as applicable to banks over the proposed period and should be 
submitted to RBI for consideration . 
In order to address the regulatory and supervisory issues relating to the 
sxisting term lending and refinancing institutions and for improving the flow of 
resources to them, RBI in terms of the Mid Term Review of Monetary and Credit 
Policy for the year 2003-04 set up a Working Group (WG) under the chairman 
ship of Sh. N. Sadasivan, for examining, within the broader framework of NBPCs, 
various regulatory and supervisory aspects including access to short term 
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resources for the DFIs as a separate category. The terms of reference of the 
Working Group are as under^^: 
• To review the experience of DFIs, which have transformed as banks; 
• To indicate the status and prospects of those DFIs, which are moving in a 
similar direction and which are likely to move in a similar direction; 
• To assess the financial position and the regulatory framework in regard to all 
the existing Financial Institutions; 
• To identify the common characteristics of DFIs, as a category and explore the 
appropriate framework for regulation of such DFIs keeping in view the fact 
that they are not banks but still accept public deposits; 
• To recommend a regulatory framework for DFIs in the above light after 
assessing the current status and keeping in view the need to bring them under 
the overall regulatory framework of Non-Banking Finance Companies 
(NBFCs), but treating the DFIs as a separate category; 
• To advise whether NBFCs of large sized liabilities should automatically be 
brought under the separate category of NBFCs, as applicable to DFIs; and 
• To review the status of Residuary Non-Banking Companies (RNBCs) and 
identify where they have characteristics of DFIs and suggest mechanisms, by 
which the companies under this category could move into one of the definable 
categories of NBFCs, including that of the DFIs. 
Following the terms of reference regarding transformation of Development 
Banks into commercial banks the working group made these Recommendations 
• In view of the banking system having acquired the skills of managing risks in 
extending finance to different sectors of the economy including long term 
finance and the capital market, 
• In a purely market driven situation, the business model of any DFI which raises 
long term resources from the market at rates governed by the market forces and 
extends only ver}' long term credit. DFIs are, therefore, crucially dependent for 
their existence on Government commitment for continued support. Central 
Government need to decide after a detailed social cost benefit analysis on the 
areas of activities which require development financing and only those DFIs 
which the Central Government decides to support, for the time being, may 
continue as DFIs. The rest of the DFIs must convert to either a bank or a 
NBFC 
• The DFIs that convert into banks are expected to comply with all the 
regulations applicable to banks from the date of conversion. However, on 
grounds of practical considerations the entities may need exemption / 
relaxations in regard to certain norms relating to equity holdings and priority 
sector lending for a period of 3-5 years after conversion depending on the 
situation in which they are placed. 
144 
The DFIs being non-banks are more akin to NBFCs and, therefore, should as a 
general rule is subject to NBFC guidelines. 
In varying degrees three refinancing institutions NHB, SIDBI and NABARD 
shoulder responsibilities of regulating and / or supervising the financial 
intermediaries falling under their respective domains viz. 
DFIs that have been constituted as companies and are performing 
developmental roles should be classified as a new category of NBFCs called 
'Development Financial Companies' (DFCs) and subjected to uniform 
regulation. 
Considering the structural, functional and operational flexibility available to 
companies as opposed to statutory bodies, as a general policy, all DFIs that 
may be set up in future may be constituted as companies (DFCs). As a 
category of NBFCs, 
Considering the nature of business of development financing, the entry point 
norms for DFCs should be set sufficiently high at NOF of Rs.lOO crore. 
DFCs accepting public deposits should maintain liquid assets as prescribed for 
other NBFCs in terms of Section 45-IB of the RBI Act. Similarly, DFCs will 
also be statutorily required to transfer certain proportion of annual profits to 
reserve funds, 
With a view to enable the DFCs to access short term and medium term 
resources to a larger extent and thereby reducing their cost of funds, the present 
prescription of limiting such access to the extent of NOF 
Keeping in view their systemic importance, the DFCs may be subjected to the 
guidelines laid down by RBI for the select Fis in respect of their investments 
and credit portfolio. 
The extant prudential norms relating to income recognition, asset 
classification, provisioning, capital adequacy and single and group exposures 
etc. applicable to select FIs currently regulated by RBI flow from their 
functions as DFCs and not from their institutional forms and as such, the same 
may be adopted for DFCs. Thus, DFCs may be required to maintain CRAR 
Keeping in view the systemic importance of DFCs, RBI should have the 
powers to prescribe composition of Board of Directors of DFCs so as to ensure 
inclusion in the Board, of professionals having special knowledge or practical 
experience in the matters of finance, accountancy, management, industry or 
any other area of importance that RBI might consider useful to the DFCs. 
The supervisory process in respect of the select DFIs established following the 
recommendations of the Informal Advisory Group on Regulation and 
Supervision of FIs is working satisfactorily. The same may be extended to 
supervision of all DFCs as well. 
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4.8. Industrial Development Bank of India Ltd. (1964) 
IDBI has played a pioneering role in promoting industrial growth through 
financing of medium and long-term projects, in consonance with national plans 
and priorities. Over the years, IDBI has enlarged its basket of products and 
services to industrial concerns covering almost entire spectrum of industrial 
activities, including manufacturing and services. It is empowered to finance all 
types of industrial concerns engaged in or to be engaged in the manufacture, 
processing or preservation of goods, mining, shipping, transport, hotel industry, 
informatics, medical and health services, leasing and ancillary activities taken for 
small entrepreneurs, generation or distribution of power, fishing or providing 
shore facilities for fishing or in the maintenance, repairs, services to tourist which 
have been recognized as industrial activities. Production of films is a new addition 
to the list of industrial concerns. IDBI provides financial assistance, both in rupee 
and foreign currencies, for green-field projects, expansion, and modernization and 
diversification purposes '^^ . 
The sanctions and disbursement activities of IDBI since its establishment 
i.e. 1964 (Appendices 20 and 21) has a positive trend inn pre liberalization period 
where the funds are being diverted for other supplementary activities in post 
liberalization period.. IDBI the apex development bank of India now being merged 
with IDBI bank and coordinating both the commercial banking and development 
financing through project financing, the bank through its subsidiaries is also 
indulging in the secondary market operations , such as, subscription underwriting 
and asset management. 
In order to cater to the diverse and customized needs of its corporate clients 
in the post-reform era, IDBI has structured suitable products like equipment 
finance, assent credit, corporate loans, working capital loans and bills discounting 
to various finance acquisition equipments, capital assets, besides meeting capital 
expenditure and/or incremental long term working capital requirements. It also 
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offers structured products like lines of credit to meet the funding requirements for 
execution of turnkey contracts^ 
IDBI was originally constituted as a wholly owned subsidiary of the 
Reserve Bank of India (RBI) in 1964 to serve as the apex institution for term 
finance for industry. In 1975, the Government enacted a legislation for de-linking 
IDBI from RBI and making it the 'principal financial institution' in conformity 
with national priorities, for (i) co-ordination of the working of institutions engaged 
in financing, promoting or developing industry; (ii) assisting the development of 
such institutions; and (iii) providing credit and other facilities for development of 
industry and for matters connected therewith. Under this legislation, the Public 
Financial Institutions Laws (Amendment) Act, 1976 came into existence and the 
ownership of IDBI was transferred from RBI to the Government of India and 
various responsibilities which RBI earlier had vis-a-vis industrial financing 
institutions in the country were vested in the reconstituted IDBI. The Act came 
into force with effect from February 16, 1976. Industrial Development Bank of 
India, a statuary corporation under Industrial Development Bank of India Act, 
1964 was transferred to and vested in Industrial Development Bank of India Ltd. 
(IDBI Ltd.) on October 1,2004, as a company incorporated under the Companies 
Act, 1956, being the 'appointed day' under the Industrial Development Bank 
(Transfer of Undertaking and Repeal) Act, 2003. Further, amalgamation of IDBI 
Bank Ltd., a subsidiary of IDBI Ltd. Became effective with effect from October 
2004 as per the Scheme of Amalgamation sanctioned by RBI^^. 
With the changes in economic environment in the last decade, the flow of 
fijnds to FIs from RBI's National Industrial Credit Long Term Operations (NIC-
LTO) and allocation of Statutory Liquidity Ratio (SLR) bonds dried up and it 
became necessary for the FIs to raise funds mainly from the markets. 
Simultaneously, commercial banks also began to provide project finance and these 
commercial Banks have lower cost of funds than FIs. With lower cost of funds for 
banks, the business model of FIs came under strain. Thus, the average cost of 
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borrowing for IDBI which was below 10 percent at the beginning of the last 
decade has gone up to 11.5 percent during 2001-2002, while average return has 
gone down from 14 percent to 10.4 percent over the same period.'^  
TO 
Narasimham Committee II suggested that the FIs should convert 
ultimately into commercial banks or non-banking financial companies. The Khan 
Working Group set up by the RBI also recommended that development financial 
institutions should be allowed to convert into banks at the earliest. Accordingly, 
the Finance Minister in his speech on the Budget for the financial year 2002-2003 
proposed to make legislative changes to corporatize the IDBI within the coming 
year to provide its flexibility. Hence, a Bill namely the Industrial Development 
Bank (Transfer of Undertaking and Repeal) Bill, 2002 which proposes to provide 
for the transfer and vesting of the undertaking of the Industrial Development Bank 
of India to, and in, the Company to be formed and registered as a Company under 
the Companies Act, 1956 to carry on banking business and for matters connected 
therewith or incidental thereto and also to repeal the Industrial Development Bank 
of India, Act, 1964 was introduced in Loksabha on 4 December, 2002. 
The Bill seeks to provide^^: 
(a) Repealing the Industrial Development Bank of India Act, 1964; 
(b) Transferring and vesting of the undertaking of the Industrial Development 
Bank of India to the Company to be formed and registered under the 
Companies Act, 1956; 
(c) Allowing such Company to carry on banking business in accordance with the 
provisions of the Banking Regulation Act, 1949; 
(d) Exempting the Company from obtaining license under section 22 of the 
Banking Regulation Act, 1949; 
(e) Exempting from maintaining for a period of five years from the appointed day 
the percentage of assets required to be maintained under section 24 of the 
Banking Regulation Act, 1949; 
(f) Conferring power upon the Central Government to direct in consultation with 
RBI, by notification, that provisions of the Banking Regulation Act, 1949 shall 
not apply or apply with exceptions, modifications and adaptations and such 
notification shall be required to be placed in draft before each House of 
Parliament. 
148 
The IDBI was set for restructuring in view of the still existing need in the 
country for a development financing institution, and the IDBI, by virtue of its past 
experience, is eminently suited to continue to function as one. Further, since 
Government has the responsibility for development, IDBI would continue to be a 
Government institution. Hence, IDBI would continue in corporate financing by 
providing credit and other facilities to its clients. By becoming a banking 
company, IDBI will get access to retail deposits, which would enable it to 
mobilize funds in a cost effective manner. The banking activity of the restructured 
IDBI would be limited in Character to niche corporate clientele with a small 
branch network. IDBI would not become a bank along the lines of existing banks. 
The main problem for the IDBI has been its inability to access fund from retail 
investors. Banks can get the deposits from retail investors at comparatively low 
rates of interest today. The Bill under consideration is intended to provide the 
facility for IDBI to access financing from retail investors. At the same time, five 
years moratorium on SLR deposits as well as relaxation from priority sector 
lending gives it the advantage enabling it to utilise its funds for development 
lending. IDBI has developed expertise in project financing, funding of 
infrastructure projects and providing facilities to a wider range of industry. These 
skills and past relationships would improve IDBI's capacity to compete with other 
banks and IDBI shall retain its position in providing finance for industry'^ * .^" 
It was expected that the proposed Bill would enable IDBI to access low 
cost retail funds, which will bring down its average cost of funds to a considerable 
level and higher level of liquidity. IDBI's proposed Business Model upon 
conversion to a bank is based on the under noted major assumptions. But it was 
argued the by the employees and socialists the conversion may affect the sets of 
objectives of IDBI which is drafted at the time of establishment in total and since a 
commercial bank or a company is profit-oriented whereas a development finance 
institution is not profit-oriented, IDBI has got only a social objective. The social 
objective was to develop industries, generate employment and distribute industrial 
149 
development equitably in different States of the country. These things may not be 
possible for a company or a commercial bank which are mainly profit-oriented. 
IDBI also earns profit, but it is incidental. Its motive is serving society rather than 
profit. 
4.9. IDBI Milestones Since 1964^ ^ 
<• Genesis 
• 1964 - Established as a wholly owned subsidiary of the Reserve Bank 
of India (RBI), the Central Bank of India 
• 1976 - 100 percent ownership transferred to Government of India 
(Gol) 
• 1995 - Domestic IPO reduced Government of India stake to 72 
percent 
• Played an apex role in providing project financing 
• Catalyzed cumulative investments of nearly US$ 50 bn 
• Profitable operations for last forty years 
• Among largest Debt Issuers in Domestic Markets 
• Strong brands created with over 5 million, investors 
<• Pioneered Capital Market Development 
• By setting up National Stock Exchange - an electronic Stock 
Exchange, NSDL - a Securities Depository, CARE - a Rating 
Agency, SHCIL - a Depository, etc. 
•> Oct 1, 2004, Converted into a Banking Company 
• Mandated to continue playing a Development Financing role, with 
expansion into commercial banking space 
• April 2, 2005, merged its Banking arm (IDBI Bank) with itself; 
effective date of merger October 1, 2004 
• Post Merger 
Government of India holding at around 53 percent 
Total assets of over Rs.82,000 crore (US $ 18.2 billion) 
Access to low cost funds 
Proven technology platform 
Wider branch network 
Broader range of products; cross selling opportunities 
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• Large pool of professionally qualified employees to cater to both 
wholesale as well as retail segment 
• Operational Strategies 
Business Integration 
• Business operated as separate Retail Banking and Corporate 
Financing SBUs 
• A common Treasury, Risk Management, Audit, IT and other support 
operations 
• Integrated and Rationalized branch network 
Steps Initiated 
• Experienced professionals in top management - facilitates smooth 
integration 
• Functional integration through top level management committees 
• Process of migrating data systems to a common technology platform 
- viz. Finacle - underway 
• HR consultants in the process of reviewing and re-designing HR 
architecture including training 
• Trimmer workforce post Voluntary Retirement Scheme 
Short to Medium term Straggly 
• Optimize mix of corporate and retail banking 
• Increase product offering by leveraging corporate relationships 
• Rationalization of human resources and reorientation through 
continuous training 
• Improvement in technology infrastructure 
• Enhance and implement enterprise-wide risk management systems 
• Focus on fee based income to boost profitability 
• Strengthen brand equity 
• Enhance market share 
Long-Term 
Pursue organic growth opportunities 
Leverage core competency in project financing while creating 
additional business opportunities in retail and commercial banking 
Inorganic growth domestically through bank acquisitions/mergers 
Foray into Insurance, Asset Management 
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New Initiatives 
• Emphasis on recovery 
• Focus on One Time Settlements 
• Action under CDR Mechanism and SRES Act 
• Restructuring of large accounts 
• Asset Reconstruction Company 
• Restructuring of Liabilities with Banks/Institutions 
• Cost Reduction 
• Thrust on Retail mobilisation 
Foray into Commercial Banking 
Corporatisation and Transformation to Commercial Banking 
Bill for Repeal of IDBI Act placed in Parliament 
Recommendations of the Standing Committee on Finance submitted 
in Parliament 
Repeal of IDBI Act 
Undertaking Commercial Banking activities 
Continuance of Government shareholding of at least 52 percent 
Regulatory forbearance - SLR/CRR exemptions, 
Income tax and capital gains tax exemption 
Introduction of VRS 
4.10. IDBI's Performance at a Glance 
4.10.1.Changes in the Balance Sheet of IDBI in Pre and Post Reforms Period 
Tables describe the performance evaluation of IDBI in pre and post 
liberalization through the balance sheet comparison. The balance sheet of IDBI 
from 1982 to 2007 has been divided into two; the first ten years of one for pre 
liberalisation and the other 15 years for post liberalization regime"* .^ 
The pre liberalisation statement of liabilities of IDBI states that the capital 
base of IDBI has increased from Rs. 255 million to Rs. 753 million with a CAGR 
of 10.66 percent. The important source of development finance borrowing from 
government or reserve bank and deposits are also going a head where the 
combined liability of borrowing and deposit increases from 4540 million to 23541 
million with a growth of 20 percent. Other liabilities including current liabilities 
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also increased from 396 million to 1994 million with an average growth of 23.7 
percent. 
Table- 4.1 
Changes in the Liabilities of Industrial Development Bank of India in 
Pre-Liberalisation Regime (1982-1991) 
Years 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
CAGR 
Paid up 
Capital 
255.00 
385.00 
415.00 
445.00 
475.00 
495.00 
540.00 
637.00 
703.00 
753.00 
10.667 
P & L «& Reserves 
224.00 
271.00 
328.00 
457.00 
570.00 
739.00 
881.00 
1102.00 
1380.00 
1754.00 
26.054 
Borrowings& 
Deposits 
4540.00 
5625.00 
6767.00 
8080.00 
9589.00 
11625.00 
13879.00 
16903.00 
19068.00 
23541.00 
19.758 
Other 
Liabilities 
396.00 
582.00 
182.00 
992.00 
1242.00 
1470.00 
1839.00 
1777.00 
1617.00 
1994.00 
23.716 
Rs in Million 
5415.00 
6863.00 
7692.00 
9974.00 
11876.00 
14329.00 
17139.00 
20419.00 
22768.00 
28042.00 
19.859 
Compiled by the Researcher from Annual Reports oflDBI (various issues) from 1981 to 
1992 and Development Banking Report oflDBI, (Various issues form 1981 to 1992) 
Table-4.2 
Changes in the Assets of Industrial Development Bank of India in 
Pre-liberalisation Regime (1982-1991) 
Years 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
CAGR 
Investments 
442.00 
623.00 
846.00 
896.00 
1069.00 
1402.00 
1558.00 
2395.00 
2294.00 
2433.00 
21.11 
Loans & Advances 
3867.00 
4691.00 
5627.00 
6770.00 
8031.00 
9812.00 
11323.00 
12891.00 
15930.00 
18618.00 
18.92 
Bills & Pro-
note 
937.00 
1348.00 
1553.00 
1927.00 
2260.00 
2501.00 
2685.00 
2890.00 
2694.00 
2949.00 
12.45 
Other Assets 
167.00 
200.00 
267.00 
381.00 
516.00 
616.00 
1575.00 
2242.00 
1851.00 
4040.00 
43.26 
Rs in Million 
5415.00 
6863.00 
7692.00 
9974.00 
11876.00 
14329.00 
17139.00 
20419.00 
22768.00 
28042.00 
19.85 
Compiled by the Researcher from Annual Reports 
Development Banking Report oflDBI, (Various issues 
of IDBI (various issues) from 
form 1981 to 1992) 
1981 to 1992 and 
The development banks in pre liberalisation era have a high growth rate and 
increased from Rs. 224 million to Rs. 1754 million with an average of 26 percent 
during referred span of time. In total the liabilities including profit and surplus has 
growth of 20 percent. The case of assets has also has the same trend in pre 
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liberalisation period. Among the assets the indicator of development banking 
activity i.e. investment and loans and advances increased from Rs. 442 to Rs. 2433 
in case of investment and Rs. 3867 to Rs. 18618 million in case of loans and 
advances. 
The post liberalisation period of IDBI witnessed further utilization of 
ploughed surplus. The capital base of IDBI reduced from Rs. 753 million to Rs. 
653 million further increased in 2004 after the merger of IDBI bank with IDBI 
incorporated up to Rs. 721 million. The changes in capital base of IDBI indicate 
that even the IPO and corporatization of IDBI did not increase the capital base 
even it decreased from the existing level of Rs. 754 million. The bank utilised the 
premium of listing and initial public offers for further expansion and 
modernisation. The capital base further decreased from the existing status where 
the bank started their new ventures as wholly owned and jointly promoted 
financial institutions. The statement of assets for the post liberalisation points out 
the poor performance in lending activities of IDBI. 
Table 
Changes in the Liabilities of Industr 
Post Liberalization F 
Years 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
CAGR 
Paid up 
Capital 
753.00 
753.00 
753.00 
819.00 
659.00 
659.00 
659.00 
659.00 
653.00 
653.00 
653.00 
653.00 
721.78 
723.79 
724.35 
-0.599 
P«&L & Reserves 
2119.00 
2601.00 
3232.00 
5656.00 
6554.00 
7679.00 
8307.00 
8558.00 
8509.00 
6042.00 
6325.00 
5182.00 
5204.50 
5647.39 
7575.11 
5.518 
-4.3 
ial Development Bank of India in 
.egime (1992-2007) 
Borrowings& 
Deposits 
26055.00 
27819.00 
30829.00 
33743.00 
37862.00 
45520.00 
52967.00 
57178.00 
56419.00 
53882.00 
51488.00 
52249.00 
65108.18 
73531.12 
85758.42 
7.781 
Other 
Liabilities 
2157.00 
3415.00 
3348.00 
4154.00 
5255.00 
6098.00 
7210.00 
5890.00 
6202.00 
6066.00 
4650.00 
5762.00 
10325.80 
8662.48 
9781.45 
8.398 
Rs in 
Million 
31084.00 
34588.00 
38162.00 
44372.00 
50330.00 
59956.00 
69143.00 
72285.00 
71783.00 
66643.00 
63116.00 
63846.00 
81360.25 
88564.78 
103839.32 
7.501 
Compiled by the Researcher from Annual Reports of IDBI (various issues) from 1991 to 2007 and 
Development Banking Report of IDBI, (Various issues form 1981 to 2004) 
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The overall asset statement shows the diminishing trend in traditional 
activities of development banks where the case of bill discounting and 
supplementary activity of IDBI entirely decreased from Rs. 3202 million to Rs. 
2405 million at the end of 2006-07 financial years. On the other hand the trend in 
investment is going ahead with a growth of 18.5 percent indicating the importance 
given by the bank to investment in different activities other than loans and 
advances. 
Tables 4.1 to 4.4 indicate that the banks entire activities have been diverted 
to other institutional building activities. The bank is concentrating largely on 
employment of funds and surplus for expansion and modernisation of their 
businesses. 
Table-4.4 
Changes in the Assets of Industrial Development Bank of India in Post-Liberalization Regime (1992-2007) 
Years 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
C A G R 
Investments 
2542.00 
3326.00 
4244.00 
4709.00 
4946.00 
5824.00 
7853.00 
9616.00 
9709.00 
10606.00 
10180.00 
24243.00 
25054.69 
25350.53 
25675.31 
18.439 
Loans & Advances 
21127.00 
23509.00 
26147.00 
30005.00 
35444.00 
42570.00 
47339.00 
50762.00 
51606.00 
47429.00 
45592.00 
32601.00 
45413.57 
52739.07 
62470.82 
6.103 
Bills & Pro-note 
3202.00 
3364.00 
3189.00 
3014.00 
3091.00 
2785.00 
2336.00 
2111.00 
1443.00 
986.00 
612.00 
267.00 
1207.57 
1519.44 
2405.15 
-9.755 
Other Assets 
4212.00 
4389.00 
4582.00 
6644.00 
6848.00 
8778.00 
11615.00 
9796.00 
9025.00 
7622.00 
6732.00 
6735.00 
9684.42 
8955.75 
13288.04 
5.704 
Rs in Million 
31084.00 
34588.00 
38162.00 
44372.00 
50330.00 
59956.00 
69143.00 
72285.00 
71783.00 
66643.00 
63116.00 
63846.00 
81360.25 
88564.78 
103839.32 
7.501 
Compiled by the Researcher from Annual Reports of IDBI (various issues) from 1991 to 2007 and 
Development Banking Report of IDBI, (Various issues form 1981 to 2004) 
The post reform financial statement shows a downward trend in 
profitability which indicates the future oriented business activities where the result 
cannot be seen immediately. The entire surplus and reserve have been utilised by 
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the bank to enhance the activities to various segments either jointly or by owned 
manner. 
4.11. Conclusion 
The banking sector reforms have triggered a competitive system driven by 
market forces. However, the process has never sideHned social objectives, such as, 
maintenance of the wide reach of the banking system or channelization of credit 
towards disadvantaged but socially important sectors. At the same time, the reform 
period experienced strong growth in the balance sheet of the Development Banks, 
thanks to an environment of operational flexibility. In line with increased 
competitiveness, there has been improvement in efficiency of the banking system 
reflected inter alias in the reduction in interest rates, operating expenditure and 
cost of intermediation in general. At the same time, there have been improvements 
in other areas as well including technological deepening and flexible human 
resource management. 
The pre and post reform regime is analytically divided into four phases 
according to the basic changes reflected in the development banking business. The 
first phase is the post independence era of establishment of these financial 
institutions and its gradual development. This phase between 1948 witnessed 
establishment of the major development banks, such as, IDBI, ICICI, and IFCI. 
The second phase has witnessed major transformations and subsidiary financial 
institutions from 1974 to 1991. The third phase between 1991-2001 is the first 
decade of post-liberalisation globalisation regime, in which most of the 
development banks flourished their diversified business forte and all the 
development banks entered into secondary market to secure the advantage of 
cheep sources of fiinds, and as a result the total market capitalization of these 
banks, especially development banks, were restructured. The fourth phase from 
2001 onwards is the neo-liberal regime and the phase of second generation 
reforms that enabled the banks and Development Banks to corporatize them. 
156 
Finally all the development banks converted in to full-fledged commercial banks 
that offered them high degree of operational flexibility. 
All the above-mentioned phases in the evolution and functioning of the 
Development Banking in India have seen a number of committees being 
established for further suggestions to the survival of these all India development 
financial institutions which have a sound financial set up and strong capital base 
but structured with the boundaries of legal barriers which led them to continuous 
decline in financial highlights and huge losses of opportunity profits. 
The changes in the regulatory structure of these financial institutions by 
means of financial liberalization facilitated their survival and it could dominate in 
the commercial banking business with a high degree of operational flexibility and 
strong market efficiency. The ICICI and IDBI, which were the apex institutions of 
Indian financial system before liberalization, got a strong source of cheep funds 
for their institutional building. But ultimately these liberal financial policies 
affected the prime objectives of these financial institutions, which diverted their 
business to merchandised business atmosphere. Altogether the case of IDBI 
indicates the enhanced business dimension of development banks since 
liberalisation. The next chapter would analyse the overall lending activities of 
development banks since economic liberalization. 
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CHAPTER-V 
IMPACT OF FINANCIAL SECTOR REFORMS ON OVERALL 
LENDING ACTIVITIES OF DEVELOPMENT BANKS 
5.1. Introduction 
The previous chapter illustrated a comparison of pre and post reform 
environment of development banking in India covering in its ambit stages of 
development, need for reforms, reform process and its implications with special 
reference to Industrial Development Bank of India (IDBI). The present chapter 
is empirical analysis with regards to the activities of development banks 
especially assistance sanctions and disbursements by the All India 
Development Financial Institutions (AIDFIs) and Institution wise comparison 
of the same. 
The liberalization process started in India in the year 1991, since then 
the Indian financial sector has been increasingly integrated with the world 
economy. The IT has become an integral part of their regular operations. The 
financial institutions in the country are playing an important role in the 
economic development by mobilization of deposits and credit disbursement to 
various sectors. The major activities of the development financial institutions 
are to support the institutional development of the country through project 
finance, long-term lending and other sanctions and disbursements. It is 
noticeable that the role of Development Financial Institutions (hereafter DFIs) 
has evolved in the course of a country's economic development and 
transformation. This is important in ensuring that the DFIs remain relevant to 
support the changing financing needs of the economy . In some instances, the 
DFIs have widened and diversified their scope of activities, to cater to the 
financial needs of new growth areas, such as, Information and Communication 
Technology (ICT), and biotechnology. Many of them have expanded their 
financial products to include providing short-term working capital loans, equity 
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participation and investment banking. While operating with the widened scope 
of activities, it is observed that the majority of DFIs continue to maintain the 
provision of medium to long-term finance and project finance as the core of 
their activities. At the same time, the DFIs still fundamentally remain 
complementary, especially in supporting strategic sectors, such as, the Small 
and Medium Enterprises (hereafter SMEs) and agriculture. As reflected by the 
term, "Development Financial Institution", DFIs are not only expected to 
provide development finance for nation building, but also to undertake a higher 
degree of developmental role to nurture and develop the targeted sectors .^ 
However, the major activities of development banks are estimated in 
terms of its assistance sanctioned and disbursed. The assistance sanctioned and 
disbursed includes the activities, such as, term-lending, working capital 
financing, project financing, short-term lending, other loans and advances, and 
credit related investment activities. The total sanctions and disbursements of 
the development banks can represent the patter and trends in the overall lending 
activities of the financial institutions. 
In the present study the Researcher is of a strong opinion that the total 
lending activities of the development banks would fulfil the objective of the 
research if it is analyzed in different aspects. Therefore, the study on impact of 
financial sector reforms on the development banking is emphasizing to find out 
the trends in assistance provided by the concerned banks for each and every 
segments of the economy. The study makes an empirical analysis on sanctions 
and disbursements in specific segments, such as, the sector wise (Private, joint, 
public and cooperative). Industry wise, (Agriculture and Food, Industrial 
Goods, Infrastructure, Consumer Goods, Health care and Other Services, 
others), Region Wise (highly forward, forward, average, backward and highly 
backward) Purpose Wise and Component Wise. 
In the present study, the analytical framework is divided into five 
chapters according to the lending activities of development banks in different 
segments. The total assistance and inter-institutional comparison of the i 152 
assistance illustrates the pattern and trends in flow of major activities of major 
institutions. 
5.2. Impact of Financial Sector Reforms on Overall Lending Activities 
of AIDBs: Analysis and Interpretations 
Tables 5.1 and 5.2, provide data regarding the total trends in assistance 
sanctioned and disbursed by all India financial institutions. It is discernible 
from the table that the total lending activities of the development banks in pre-
reform period registers the continuous growth in the total sanctions and 
disbursements during the referred period. The total 10 years of pre-reforms 
period considered for the study i.e. 1982-83 to 1991-92 has witnessed the 
importance of development banking. The sanctions in the year 1982 were only 
Rs. 3181 million which reached up to Rs 21982 million in the year 1991 
registering an average growth of 22.05 percent. In case of disbursements the 
amount was Rs 2355 million in 1982 which reached up to Rs 15666 milhon 
with an average growth of 21.53 percent. One of the notable points emerges 
that the utilization rate of sanctions by the beneficiaries is only 1/3 of the total 
sanctions. The diminishing trend in utilization rate is clearly witnessed. 
The trend in wholesale finance of the development banks has a positive 
direction in pre reforms period with average of Rs 10181 million and Rs 6963 
million respectively for its sanctions and disbursements during the period under 
reference with a Coefficient of Variance Percentage (hereafter CV percent) of 
61 percent and 60 percent. In both the cases the Compound Annual Growth 
Rate (hereafter CAGR) is also found to be uniform with 23.59 percent and 
22.37 percent. The trend in difference of the sanctions with disbursements i.e. 
the utilization rate in pre reform period was also diminishing with an average 
of 69 percent. It is probably because the industrialists were approaching the 
financial institutions as a substitute of other sources of fiinds and that was not 
that much attractive. 163 
Table 5.2 presents statistics with regard to the post reforms activities of 
development banking. It is seen that there has been a positive trend in the initial 
years of post liberalization but at the end of the term the sanctions show a 
diminishing trend. The sanctions were Rs. 112392 million in the year 2000-01 
as against Rs 31964 million in the year 1992-93. The sanctions have further 
plummeted to Rs. 15672 million in the year 2006. In case of disbursements the 
same trend has been seen. The disbursements were Rs 22226 million in the 
year 1992 which increased to Rs. 73627 million in 2000. It has however further 
decreased to Rs. 31626 million in the year 2006-07. 
The post reforms lending activities of development banks in its 
utilisation rate have also shown diminishing trend. It is found that the 
utilization rates of the sanctions by the firms are on the same trend that of 1/3'^ '^  
on an average. The descriptive statistics, such as, CAGR, CV percent and SD 
reveal that the post reforms period of development banking has only nominal 
increase which is resultant of the upward trend in initial years. The CAGR of 
0.38 percent and 1.03 percent indicates the downward trend of lending 
activities in the later years under review. The CAGR(s) were 23 percent and 22 
percent in case of sanctions and disbursements respectively in pre reforms 
period. The utilisation rate of 1/3'^ '' of the sanctions by the beneficiaries give a 
message, that the development finance is only a supplementary source of 
finance for any of the firms. It also justifies that the importance of development 
finance in the later years has some what faded. The basic reasons for this could 
be attributed to the emergence of new sources of finance through venture 
capital and further the foreign direct investments and corporate bonds which 
can be converted to either shares or any other securities have also affected the 
rate of utilisation of sanctions and disbursements. The restructuring of capital 
market, liberalisation of Indian insurance also had the important role in making 
the traditional sources of finance, such as, development finance and long term 
loans play second fiddle. Higher interest rates of Indian financial market in 
comparison with developed countries, especially in bank loans further 
influenced the long term sanctions and disbursements of the development 
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banks. The liberalisation of Indian financial sector encouraged the Indian 
corporate to go abroad and gain the cheep sources of funds even the long-term 
loans from foreign banks, (eg. Reliance Industries Ltd., recently availed a 
financial assistance from US for a period of 100 years at the interest rate of 1 
percent"*). 
The other important landmark in the post liberalization regime was the 
setting up of the number of subsidiaries either in self ownership or by 
promoting mergers and acquisition of subsidiaries and diversifying their 
business to commercial banking too. These activities of the development banks 
reduced the scope of funding for industrial development and the major changes 
in the Indian stock market increased the flexibility of raising funds from 
secondary market either by bonds or by issuing the securities, made easy to the 
business firms' access of cheep source of fund. The total changing environment 
in the market resulted in decreasing the demand for funds from development 
banks and it resulted in the lending activities of these financial institutions. 
5.3. Institution Wise Comparison of Lending Activities of AIDBs 
In India there are five development banks (six before ICICI Ltd.), 
among these IDBI is the apex development bank of India, now performing the 
role of commercial bank too. The other development banks, such as, Industrial 
Credit and Investment Corporation of India (hereafter ICICI), Industrial 
Financial Corporation of India (hereafter IFCI), Industrial Investment Bank of 
India (hereafter IIBI), and Small Industries Development Bank of India 
(hereafter SIDBI) and later on Infrastructure Development Financial 
Corporations (hereafter IDFC) played important role in the development 
financing in India in post independence period. The development banks set up 
on or before 1964 (year IDBI) were involved in all kinds of industrial 
promotional activities. In post liberalization regime development banks 
witnessed poor performance. ICICI, IIBI IFCI and ICICI transformed into pure 
commercial bank in 2002. IFCI and IIBI are under consolidation process. 
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The IDBI, the apex development bank of India survived all those 
challenges and performed the role as an apex financial institution for the 
institutional development of Indian economy. The SIDBI, the subsidiary of 
IDBI, and IDFC set up for specific purposes are still under the strong 
regulation of government which are not transformed to any other formats. 
In Institution wise comparison of development banks, the Researcher 
has considered the entire development banks into four categories i.e. IDBI, 
ICICI, and IFCI are analyzed separately, the other development banks, such as, 
SIDBI, IDFC, and IIBI have been considered together in 'other DBs' because 
of the late entry of SIDBI in 1990, IDFC in 1997 and reconstruction of IIBI in 
1997. 
Table 5.3 regarding the lending activities of IDBI in the pre reform 
period indicates that the lending activities of IDBI in pre-reform period have 
witnessed a growth of six times of the base year. The total sanctions in the year 
1982 placed at Rs 1317 million which increased to Rs 7742 million in the year 
1989-90 registering a growth of 15 percent but in succeeding years i.e. 1991 
and 1992 the establishment of SIDBI and inter institutional flow from IDBI to 
SIDBI had affected the growth rate which plummeted to -11 percent and -2.76 
percent respectively. The disbursements of IDBI for the same period has also 
had the same trend where it was Rs 1040 million in 1982 which increased to 
Rs. 5768 million in 1991-92. The percentage share of total sanctions and 
disbursement of IDBI had an average of 62 percent and 65 percent respectively 
showing the important role of apex bank in total lending activities of the 
development banks during the referred time span. 
However, the CAGR of 18.86 percent and 18.55 percent in sanctions 
and disbursements respectively highlights the positive trend in sanctions of 
IDBI in the pre liberalisation period i.e. from 1982 to 1991. The average 
sanction of Rs. 4777 million and disbursement of Rs. 3455 million further point 
out the less utilisation rate of sanctions by the beneficiaries. The bank has made 
a record growth in its lending activities and the average which directly 
substantiates the argument in favour of the apex financial institution of India. 
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In case of post reforms period lending activities of IDBI is showing a 
poor performance among the DFIs as a whole (table 5.4). The total sanctions in 
the year 1992 was Rs. 9285 million which decreased to Rs 5424 million in 
2006-07 registering a negative growth of 50 percent whereas the disbursements 
decreased from Rs 6736 million to 3668 million for the same years i.e. 1992 
and 2006. The CAGR of-8.7 and -7.73 in sanctions and disbursements imply 
the negative impact of various factors on the sanctions and disbursements. 
Table-5.3 
Assistance Sanctioned and Disbursed by Industrial Development Bank of India 
in Pre-iiberalisation Regime (1982-1992) 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
Maxima 
Minima 
Mean& 
AAGR 
SD 
CV% 
CAGR 
Sanctions 
in Rs Million 
1317.91 
2317.47 
3454.18 
3738.82 
4427.02 
4584.00 
6730.90 
7742.20 
6827.40 
6639.30 
7742.20 
1317.91 
4777.92 
2141.77 
44.83 
18.46 
Growth (%) 
0.00 
75.84 
49.05 
8.24 
18.41 
3.55 
46.83 
15.02 
-11.82 
-2.76 
Share (%) 
67.42 
72.05 
75.07 
74.49 
68.19 
66.20 
63.62 
60.29 
42.70 
39.78 
75.07 
39.78 
62.98 
Disbursements 
in Rs Million 
1040.06 
1774.29 
2073.69 
2783.74 
3205.87 
3613.6 
4745.8 
5084.8 
4459.4 
5768.7 
5768.7 
1040.06 
3455 
1555.88 
45.03 
18.55 
Growth 
(%) 
0.00 
70.59 
16.87 
34.24 
15.16 
12.72 
31.33 
7.14 
-12.30 
29.36 
Share 
(%) 
67.39 
74.73 
74.22 
74.48 
72.08 
70.25 
68.33 
65.99 
44.62 
47.64 
74.73 
44.62 
65.97 
Source: Compiled by the Researcher from: 
a) Annual Reports of IDBI, Mumbai (Various Issues-1982-2007), b) Report on Indian Development 
Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
The average percentage share of total lending activities of all India 
development banks even after the establishment of the two important financial 
institutions i.e. SIDBI and IDFC stood at 31 percent indicating poor 
management of the apex developOment bank of India. As in case of total 
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sanctions and disbursements of all India development banks the total lending 
activities of IDBI too were in a continuous growth in the initial years and the 
downward trend started in the beginning of the millennium as a result of the 
special environment in development banking business. 
The basic reasons behind the diminishing trend in IDBI's overall 
lending activities are on three special events. The individual case of IDBI has 
witnessed three important landmarks in its post liberalisation regime. The 
establishment of SIDBI and entrance into the secondary market for cheep 
source of funds and later the merger with its own subsidiary i.e. the IDBI bank 
to enter into the commercial banking business. 
The role and importance of Industrial Financial Corporation of India 
(IFCI) in the promotion of industrial development cannot however be 
neglected. It was sole financial institution in post independence period up to 
1956. The lending activities of IFCI since 1948 have been playing a vital role 
in the institutional development especially up to the establishment of IDBI. 
Considering the pre-liberalisation period of IFCI especially from 1981 
onwards has witnessed a considerable growth in its lending activities as shown 
in table-5.5. The share of IFCI was poor in comparison with EDBI and ICICI 
during the reviewed period. The total sanction increased to Rs. 2775 million in 
1991 from Rs.230 milUon of 1982 and an equal growth in disbursement was 
also achieved. The IFCI has contributed more than 13% of the lending 
activities of development banking in India during this period. The CAGR of 
both sanctions and disbursements i.e. 33 percent and 29 percent show an 
immense growth for the said period i.e. from 1982 to 1991. The average 
sanctions and disbursements account for Rs 1214 million and Rs 750 million 
respectively also highlight the less utilisation rate of sanctions for the referred 
period. \ ,72 
Table-5.4 
Assistance Sanctioned and Disbursed by Industrial Development Bank of 
India in Post-Liberalization Regime (1992-2007) 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Maxima 
Minima 
IVIean& AAGR 
SD 
CV% 
CAGR 
Sanctions 
in 
Rs Million 
9285.2 
12152.8 
18607 
19468.8 
14001.93 
23188.99 
23744.65 
20689.1 
20798.7 
12969.5 
6291.9 
5473.5 
7199.33 
3599.66 
5424.16 
23744.65 
3599.66 
13526.4 
7095.82 
52.46 
-8.4 
Gro 
wth 
(%) 
39.85 
30.88 
53.11 
4.63 
28.08 
65.61 
2.40 
12.87 
0.53 
37.64 
51.49 
13.01 
31.53 
50.00 
50.69 
Share 
(%) 
43.45 
40.69 
38.72 
34.16 
36.3 
56.09 
33.16 
25.68 
22.11 
20.5 
28.09 
23.54 
31.06 
17.8 
24.41 
56.09 
17.8 
31.72 
Disbursement 
s in Rs 
Million 
6736.9 
8100.2 
10647.6 
10636.2 
11483.1 
15169.97 
14470.14 
17073.4 
17473.6 
11164.1 
6478.1 
4822.4 
4122.2 
2061.1 
3668.57 
17473.6 
2061.1 
9607.17 
4969.86 
51.73 
-7.73 
Growt 
h (%) 
16.78 
20.24 
31.45 
-0.11 
7.96 
32.11 
-4.61 
17.99 
2.34 
-36.11 
-41.97 
-25.56 
-14.52 
-50.00 
77.99 
Shar 
e 
(%) 
46.14 
43.69 
42.1 
35.33 
34.84 
35.26 
31.13 
30.84 
29.01 
23.96 
37.9 
33.32 
31.44 
18.27 
28.32 
46.14 
18.27 
33.4 
4 
Source: Compiled by the Researcher from: 
a) Annual Reports oflDBI, Mumbai (Various Issues-1982-2007), b) Report on Indian Development 
Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
In post reforms period IFCI entered in to the secondary market and 
established its wholly owned subsidiaries including venture capital funds. In 
the initial years the IFCI's lending activities was very strong and showed the 
continuous growth. But the diversification of the business domain influenced 
its lending activities as well as its financial performance. The total sanctions 
stood at Rs 2347 million in 1992 which reached at Rs 1368 million at the end 
of 2006 registering a growth of 142 percent in the year 2002-03 which in the 
succeeding years plunged to a continuous negative growth of-17.63 percent 
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in 2003-04 and -5.7 percent in the year 2006-07. The average percentage share 
of IFCI again decreased to 7-8 percent during the same period of post 
Uberalisation from its pervious status of 13 percent in pre liberalisation. 
The CAGR of 10.97 percent and 20.97 percent in sanctions and 
disbursements show a high end down fall in the activities of IFCI in post 
reforms period. But it has nevertheless played an important role in the 
promotion of various institutions, such as. Investment Credit Rating Agency 
(henceforth ICRA), National Security Depository Ltd (henceforth NSDL) and 
National Stock Exchange (henceforth NSE) in the initial stage of financial 
sector reforms. Later, they became the important role players of Indian 
financial sector.. 
Table-5.5 
Assistance Sanctioned and Disbursed by Industrial Financial Corporation 
of India in Pre-liberalisation Regime (1982-1992) 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
Maxima 
Minima 
Mean& 
AAGR 
SD 
CV% 
CAGR 
Sanctions 
in Rs Million 
230.22 
321.91 
415.43 
499.24 
798.05 
922.60 
1662.60 
2101.30 
2775.10 
2421.20 
2775.10 
230.22 
1214.77 
945.93 
77.87 
33.86 
Growth 
(%) 
0.00 
39.83 
29.05 
20.17 
59.85 
15.61 
80.21 
26.39 
32.07 
-12.75 
Share (%) 
11.78 
10.01 
9.03 
9.95 
12.29 
13.32 
15.71 
16.36 
17.36 
14.51 
17.36 
9.03 
13.03 
Disbursements in 
Rs Million 
196.1 
224.46 
272.88 
403.89 
451.55 
657.1 
997.5 
1121.8 
1574.8 
1604.4 
1604.4 
196.1 
750.45 
541.39 
72.14 
29.54 
Growth 
(%) 
0.00 
14.46 
21.57 
48.01 
11.80 
45.52 
51.80 
12.46 
40.38 
1.88 
Share 
(%) 
12.71 
9.45 
9.77 
10.81 
10.15 
12.77 
14.36 
14.56 
15.76 
13.25 
15.76 
9.45 
12.36 
Source: Compiled by the Researcher from: 
a) Annual Reports of IFCI, New Delhi, (Various Issues-1982-2007), b) Report on Indian Development 
Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
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Industrial credit and Investment Corporation of India (henceforth ICICI) 
has been playing a vital role in the institutional development of Indian 
economy since 1956. The establishment of ICICI was not only for long-term 
lending activities but also to cater to the various requirements of industries in 
India. Since 1981, the overall lending activities of ICICI have witnessed an 
immense growth (table 5.7). It is discernible from the table that the sanctions 
have reached up to 15 times i.e. Rs. 4094 million within the short span of 10 
years. It was only Rs 348 million in the year 1982-83 which registered a 
growth of 60 percent in the year 1988 and finally in 1991, 9.37 percent growth 
was registered. The average percentage share of sanctions and disbursements 
accounts for 18 percent and 16 percent indicating a good proportion of total 
lending activities of development banks during the period under reference. 
The CAGR of the total sanctions and disbursements i.e. 33 percent and 
28 percent indicate the actual yearly growth which is more than that of IDBFs 
sanctions for the same period. On an average the bank has granted an amount 
of Rs 1720 million and disbursed Rs. 1000 million in this period of pre-
liberalisation i.e. from 1982 to 1991. The standard deviation (hereafter SD) and 
CV percent for the same period show a trend of high growth with no evidence 
variations or ups and downs. 
In the post reforms period, performance of ICICI has been influenced by 
the major events i.e. acceptance of secondary source of funds from Indian 
security market, the reverse merger of the ICICI with ICICI bank and leaving 
of all the activities as a development financial institution of the country. The 
ICICI bank was set up by ICICI itself as a subsidiary in 1993 and the bank 
attained the position of second largest commercial bank in India within a short 
span of time only due to the merger. 
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Table-5.6 
Assistance Sanctioned and Disbursed by Industrial Financial Corporation 
of India in Post-Liberalization Regime (1992-2007) 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Maxima 
Minima 
Mean& 
AAGR 
SD 
CV% 
CAGR 
Sanctions 
in Rs 
Million 
2347.9 
3745.9 
5719.4 
10300.3 
3184.81 
6187.67 
4445.21 
1938.5 
1257 
698 
1693 
1394.6 
1261.87 
1449.82 
1368.76 
10300.3 
698 
3132.85 
2612.13 
83.38 
-10.97 
Growtli (%) 
-3.03 
59.54 
52.68 
80.09 
-69.08 
94.29 
-28.16 
-56.39 
-35.16 
-44.47 
142.55 
-17.63 
-9.52 
14.89 
-5.59 
Share (%) 
10.99 
12.54 
11.9 
18.07 
8.26 
14.97 
6.21 
2.41 
1.34 
1.1 
7.56 
6 
5.44 
7.17 
6.16 
18.07 
1.1 
8.01 
Disbursements 
in Rs Million 
1733.4 
2163.1 
2838.7 
4563.3 
5165.26 
5656.04 
4819.32 
3373.6 
2180 
1097.2 
1783.6 
281.2 
91.3 
187 
186.5 
5656.04 
91.3 
2407.97 
1930.27 
80.16 
-20.97 
Growth 
(%) 
8.040389 
24.78943 
31.23295 
60.75316 
13.19133 
9.501555 
14.79339 
29.99842 
-35.3806 
49.66972 
62.55924 
84.23413 
67.53201 
104.8193 
-0.26738 
Share 
(%) 
11.87 
11.67 
11.22 
15.16 
15.67 
13.15 
10.37 
6.09 
3.62 
2.36 
10.44 
1.94 
0.7 
1.66 
1.44 
15.67 
0.7 
7.82 
Source: Compiled by the Researcher from: 
a) Annual Reports of IFCI, New Delhi, (Various Issues-1982-2007), b) Report on Indian Development 
Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
ICICI has performed the responsibilities of a development financial 
institution of India especially in early 1990s by setting up its wholly owned 
subsidiaries for venture capital funds, Asset Management Company (here after 
AMC), and other institutions jointly ventured with IDBI, LIC, GIC and IFCI. 
Later on after the reverse merger of the bank it entered in both life and nonlife 
insurance, and security market operations. 176 
Table -5.7 
Assistance Sanctioned and Disbursed by Industrial Credit and Investment 
Corporation of India in Pre-liberalisation Regime (1982-1992) 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
Maxima 
Minima 
Mean& 
AAGR 
SD 
CV% 
CAGR 
Sanction 
s 
in Rs 
Million 
348.63 
507.55 
620.69 
706.24 
1118.28 
1231.70 
1978.10 
2850.60 
3744.00 
4094.90 
4094.90 
348.63 
1720.07 
1385.20 
80.53 
32.93 
Growt 
h (%) 
0.00 
45.58 
22.29 
13.78 
58.34 
10.14 
60.60 
44.11 
31.34 
9.37 
Shar 
e (%) 
17.84 
15.78 
13.49 
1.4.07 
17.22 
17.79 
18.70 
22.20 
23.41 
24.54 
24.54 
13.49 
18.50 
Disbursement 
s in Rs Million 
271.15 
334.2 
392.73 
482.17 
695.47 
771.2 
1085.6 
1357.4 
1967.5 
2351.3 
2351.3 
271.15 
970.87 
718.42 
74 
27.89 
Growt 
h (%) 
0.00 
23.25 
17.51 
22.77 
44.24 
10.89 
40.77 
25.04 
44.95 
19.51 
Shar 
e (%) 
17.57 
14.08 
14.06 
12.9 
15.64 
14.99 
15.63 
17.62 
19.69 
19.42 
19.69 
12.9 
16.16 
Source: Compiled by the Researcher from: 
a) Annual Reports of ICICI, Hyderabad. (Various Issues-1982-2007), b) Report on Indian 
Development Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
The overall lending activities of ICICI has witnessed a sudden increase 
in the initial years and stabilised after the proposal of the government for 
mergers. Table 5.8 as regards the sanctions and disbursements of ICICI in post 
liberalisation period i.e. from 1992 to 2006-07 illustrates that ICICI has 
increased its share of total lending activities among all other institutions with 
an average share of 24 percent in early 1990s.. 
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Table-5.8 
Assistance Sanctioned and Disbursed by Industrial Credit and Investment 
Corporation of India in Post Liberalization Regime (1992-2007) 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
Maxim 
a 
Mean 
& 
AAGR 
SD 
CV% 
Sanctions 
inRs 
Million 
5771.8 
8491.4 
14527.9 
15214.5 
14083.76 
2417.47 
32370.58 
43522.8 
55815.2 
36229.2 
55815.2 
15229.6 
18211.08 
119.58 
Growth 
(%) 
40.95 
47.12 
71.09 
4.73 
-7.43 
-82.84 
1239.03 
34.45 
28.24 
-35.09 
Share 
(%) 
27.01 
28.43 
30.23 
26.69 
36.51 
5.85 
45.2 
54.02 
59.34 
57.28 
59.34 
24.7 
Disbursemen 
ts in Rs 
Million 
3315.2 
4413.3 
6579.3 
7120.4 
11180.89 
15806.92 
19225.06 
25835.7 
31664.5 
25831 
31664.5 
10064.8 
10976.55 
109.06 
Growt 
h (%) 
40.99 
33.12 
49.08 
8.22 
57.03 
41.37 
21.62 
34.39 
22.56 
-18.42 
Shar 
e (%) 
22.7 
23.8 
26.02 
23.65 
33.92 
36.74 
41.35 
46.67 
52.57 
55.45 
55.45 
24.19 
Source: Compiled by the Researcher from: 
a) Annual Reports of ICICI, Hyderabad. (Various Issues-1982-2007), b) Report on Indian 
Development Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
The total sanctions reached up to Rs. 55815 million in 2000 whereas it 
was only 5771 million in 1992. The disbursements also had an equal pattern 
where it was only Rs 3315 million in the year 1992 which increased to 
Rs31664 million in 2001 and Rs 25831 million 2001 registering percentage 
share of 52 percent and 55 percent respectively. After 2002, the post merger 
period of ICICI, the bank is engaged in pure commercial banking business. The 
bank now became the number-1 private commercial bank in India emphasising 
on project financing as well as the diversified retail financing activities. 178 
Table-5.9 
Assistance Sanctioned and Disbursed by Other Development Banks (IIBI, 
SIDBI, IDFC) in India in Pre-Iiberalisation Regime (1982-1992) 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
Maxima 
Minima 
Mean& 
AAGR 
SD 
CV% 
CAGR 
Sanctions 
in Rs Million 
57.92 
69.45 
110.79 
75.22 
148.86 
186.50 
208.80 
146.60 
2643.60 
3532.70 
3532.70 
57.92 
718.04 
1267.58 
176.53 
50.24 
Growth 
(%) 
0.00 
19.91 
59.52 
-32.11 
97.90 
25.29 
11.96 
-29.79 
1703.27 
33.63 
Share 
(%) 
2.96 
2.16 
2.41 
1.50 
2.29 
2.69 
1.97 
1.14 
16.53 
21.17 
21.17 
1.14 
5.48 
Disbursem 
ents in Rs 
Million 
36.07 
41.36 
54.82 
67.81 
94.66 
101.9 
116.5 
141.1 
1992.4 
2383.5 
2383.5 
36.07 
503.01 
893.43 
177.62 
54.02 
Gro 
wth 
(%) 
0.00 
14.67 
32.54 
23.70 
39.60 
7.65 
14.33 
21.12 
1312. 
05 
19.63 
Share 
(%) 
2.34 
1.74 
1.96 
1.81 
2.13 
1.98 
1.68 
1.83 
19.94 
19.69 
19.94 
1.68 
5.51 
Source: Compiled by the Researcher from: a) Annual Report of SIDBI, Lucknow, (Various 
Issues-1991-2007), b) Annual Reports of IDFC, New Delhi, (Various Issues-1998-2007), c) 
Annual Report of IRBI/IIBI, Kolkata, (Various Issues-1982-2007), d) ) Report on Indian 
Development Banking, IDBI, Mumbai, (Various Issues-1981-2004) 
The other Industrial Reconstruction Corporation of India (later, 
Industrial Reconstruction Bank of India and renamed again industrial 
Investment bank of India 1997), Small Industries Development Bank of India 
(SIDBI), and Infrastructure Development Financial Corporation of India have 
been considered under the head "Other Development Banks". The Other 
development banks were only Industrial Reconstruction Corporation of India 
(IRCI) or Industrial Reconstruction Bank of India (IRBI) up to 1990. The IRBI 
has set up the Board of Industrial Financial Reconstruction (BIFR) for the 
consuhancy services of sick industries and the bank itself funded for all kinds 
of reconstruction activities. !79 
The total sanctions of the Other Development Banks stood at Rs. 3352 
million in the year 1992 as against only Rs 57million in the year 1982-83 in 
which the SIDBI and IDFC were not present (Table 5.9). The establishment of 
SIDBI in the year 1990-has influenced the total lending activities of other 
development banks in the same year. The percentage share of Other DBs was 
only 1-2 percent in the beginning i.e. from 1982 to 1989 which suddenly 
increased to 17 percent and 21 percent in the years 1990 and 1991 respectively. 
Few responsibilities of IDBI were also transferred to SIDBI when it was 
established funded by IDBI. In 1998 IDBI reduced its share in SIDBI to 1/5* 
i.e. 20 percent as per the recommendation of Narasimham Committee^ as per 
policy that one bank cannot hold a considerable portion of shares in another 
bank. Later, the maximum possible share of one commercial bank in another 
bank was reduced to 5 percent which consequently resulted in further mergers 
and acquisitions of subsidiaries in Indian banking sector. 
The activities of SIDBI became more flexible in the post reforms period 
when the banks were permitted for raising funds from secondary market. The 
establishment of IDFC for the infrastructure developments in 1997 also 
influenced the sustainable growth in case of other development banks. The two 
specialised development banks i.e. SIDBI and IDFC are still working as perfect 
partner of the government in lending to small scale sector and for infrastructure 
development. The three financial institutions are having an average percentage 
share of 35 percent in the total lending activities of all the development banks 
in post reforms referred period. 
The sanctions of Other Development Banks increased form Rs 3963 
million in the year 1992 to Rs 15425 million in 2006 registering a growth of 
6.22 percent whereas, the disbursements increased from Rs 2816 million to Rs 
9100 million from 1992 to 2006. One of the important points is that of other 
development banks in comparison with total development banks the growth 
rate was maintained and sustained by the banks for the entire period of 15 years 
i.e. from 1992 to 2006-07. 
Table-5.10 
Assistance Sanctioned and Disbursed by Other Development Banks (IIBI, 
SIDBI, D)FC) in India in Pre-liberalisation Regime (1992-2007) 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Maxima 
Minima 
Mean& 
AAGR 
SD 
CV% 
CAGR 
Sanctions 
in Rs 
Million 
3963.6 
5478.2 
9197 
12011.9 
7301.33 
9545.2 
11055 
14423.6 
16189.9 
13354 
14414 
16385.2 
14717,73 
15172.31 
15425.08 
16385.2 
3963.6 
11908.94 
3994.17 
33.54 
8.29 
Growt 
h% 
38.21 
67.88 
30.61 
-39.22 
30.73 
15.82 
30.47 
12.25 
-17.52 
7.94 
13.68 
-10.18 
3.09 
1.67 
. 6.22 
67.88 
-39.22 
13.24 
% 
Share 
18.55 
18.34 
19.14 
21.08 
18.93 
23.09 
15.44 
17.90 
17.21 
21.11 
64.35 
70.46 
63.50 
75.03 
69.43 
75.03 
15.44 
35.57 
Disbursements 
in Rs Million 
2816 
3865.5 
5223.6 
7789.3 
5134 
6393.8 
7973.65 
9075.9 
8917.7 
8495.4 
8830.6 
9370.5 
8898.83 
9033.31 
9100.88 
9370.5 
2816 
7394.6 
2153.38 
29.12 
7.03 
Growt 
h% 
18.15 
37.27 
35.13 
49.12 
-34.09 
24.54 
24.71 
13.82 
-1.74 
-4.74 
3.95 
6.11 
-5.03 
1.51 
0.75 
% 
Share 
19.29 
20.85 
20.66 
25.87 
15.57 
14.86 
17.15 
16.39 
14.8 
18.24 
51.66 
64.74 
67.87 
80.07 
70.24 
80.07 
14.8 
34.55 
Source: Compiled by the Researcher from: a) Annual Report of SIDBI, Lucknow, (Various Issues-
1991-2007), b) Annual Reports oflDFC, New Delhi, (Various Issues-1998-2007), c) Annual Report 
of IRBI/IIBI, Kolkata, (Various Issues-1982-2007), d) ) Report on Indian Development Banking, 
IDBI, Mumbai, (Various Issues-1981-2004) 
The percentage share of sanctions and disbursements of other 
development banks ranges between 19 percent to 65 percent. This clearly 
indicates that the reforms in financial sector increased the importance of these 
development banks for special purposes except IIBI. The CAGR of 8.29 
percent and 7.03 percent is just opposite of the trend in other development 
banks, such as, IDBI, ICICI and IFCI during the referred span of time. The SD 
and CV percent of the total sanctions and disbursements indicate high 
variations from the average which amounts to Rs 11908 million in sanctions 181 
and Rs 7394 million in case of disbursements. Among this three IIBI's 
performance in their lending activities is very poor. They are currently going 
for merger with any other commercial bank, such as, Punjab National Bank 
(PNB) or IDBI. 
Figure-5.3 
Institution Wise Sanctions of Development Banks in 
Pre-reforms Period (1982-1992) 
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The figures-5.3 and 5.4 present pattern and trends in institution wise 
sanctions for the both pre and post reforms periods. The figure 5.3 indicates the 
domination of IDBI in pre reform period i.e. 1982 to 1992. The share of other 
development banks was very less. This is because of the fact that other 
development banks have absorbed the share of IDBI in last two years due to 
establishment of SIDBI. Inter institutional inflow from IDBI is found to have 
been continued till the end of the 1990s. The shares of ICICI and IFCI also 
played important role in the total lending activities of development banks. 
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Figure-5.4 
Institution Wise Sanctions of Development Banks 
in Post-Reform Period (1992-2007) 
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The figure 5.4 as regards inter institutional comparison of development 
banks in India through their sanctions indicates that the role of IDBI has 
decreased after the establishment of special development financial institutions, 
such as, SIDBI and IDFC. The merger of IDBI bank with IDBI and the 
transformation of the bank into commercial bank have widened the scope of 
other development banks too. 
Among the development banks, ICICI has performed the major role in 
the late 1990s but the sudden change in the business environment reduced the 
role of development finance in the present era. The total financial sector 
reforms initiated by the establishment of Narasimham Committee have directly 
affected the lending activities of development banks in India. The forgoing 
analysis has emphasised on the lending activities of development banks. The 
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reforms have negatively affected the lending activities but certain factors are 
still unidentifiable for which some more statistics are needed 
5.4. Testing of Hypothesis 
The following paragraphs are devoted to the test of hypothesis of the 
study regarding the overall lending activities of development bank for a period 
of two and a half decades i.e. from 1982 to 2006-07. 
Hypothesis: - "The null hypothesis (HQ) of the study assumes that 
there is no significant impact on overall lending activities of the 
development banks during the referred period on account of shift in policy 
measures as a process of financial sector reforms. On the other hand, the 
alternative hypothesis (Hi) presumes that there is a significant impact of 
financial sector reforms on overall lending activities of the development 
banks". 
The impact of policy changes on development banks in pre and post 
liberalisation regime cannot be quantified where one is parametric and the 
other is non parametric, the financial sector reform is not a single event but a 
series of processes initiated since July 199 land continuing till the date. In fact, 
the series of reforms process initiated in 1991 continued through out the decade 
in the form of setting up of various committees such as; second Narasimham^ 
Committee in (1997), SH Khan^Committee (1998) and Janakiraman 
Committee (1992),^ are called the first generation reforms that too took place in 
the third phase of development banking in India .^ 
On the other hand, the reforms process continued with strong set of 
objective after the first decade of post liberalisation reforms i.e. in the fourth 
phase of development banking in India which is considered to be the second 
generation reforms. The Researcher is of an opinion that to analyse the impact 
of financial liberalisation on Indian development banking, it is necessary to 
classify the post liberalisation period into two. The real form of reforms 
process has been seen only in the second decade of post reforms period. 
However, the analysis of impact of reforms cannot be quantified as one 
variable is qualitative and other is quantitative. Therefore the Researcher has 
assumed two dummies variables for the total period under the study to find out 
the impact of policies in pre and post reforms. The model-1 describes the 
impact of pre-liberalisation policy measures on the performance of later years. 
The Researcher has made the assumption that in model-1, d=l if Y belongs to 
1982-1991 and '0' otherwise, and in model 2 where the real impact of reforms 
has been checked, d=l if Y belongs to 1992-2001 and '0' otherwise. 
The dependent variable activities of DFIs (hereafter 'a') and the 
independent variable time (t) and dummy into time (td) will be used in multiple 
linier regression analysis. 
The multiple regression equation has been taken as: 
Y = d + pt + ytd, 
Where d, p and y are constant and't' = time and'd'= Dummy. Two 
models that have been made explain the following: 
After the regression estimates the coefficient of 'R-squared' would be 
considered to find out the impact of financial sector reforms on the activities 
of DFIs. R-squared' is alternatively knovm as the goodness of fit or the 
coefficient of determination. Regression analysis measures the strength of 
linear relationship between the dependent variable and independent 
variable(s). In the present study of development banking activities in pre and 
post liberalisation regime, after the testing of linier relationship, the R-squared 
would be checked in both the models for determining the degree of change 
caused by independent variable(s). The second model describes the 
significance of reforms initiated after 1991. 
5.5. Application of Dummy and Time Variables 
Model 1 has described the application of dummy variables for the case 
of sanctions of the development finance in pre and post reforms period. The 
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dummy is assigned by the Researcher for pre-liberalisation sanctions as T 
whereas for the remaining it is assigned as '0' (appendix-1). The time assigned 
for each variable is on the basis of years where 1 to 25 is assigned for each 
year. The time and product dummy into time are considered as independent 
variables where the sanctions amount is considered to be dependent on the year 
and policy reform process. The assumption behind the first dummy is that 
nothing happened or no major policy was announced before the liberalisation 
regime i.e. before 1991. The real significance is to be tested by the second 
dummy where the impact-of the entire reforms process has taken place. 
From the dummy assumptions on sanctions of development financial 
institutions the liner regression analysis has been summarised in table-5.11. 
TabIe-5,11 
Model Summary-1 (Sanctions) 
Model R Square Adjusted R 
Square 
Std. Error of 
the Estimate 
1 .760 .577 .539 20799.2979 
a) Predictors: (Constant), TD, T 
b) Source: Appendix-1 
The model summary of sanctions and its coefficients are showing the 
impact of pre reforms period on the development banking in India. From the 
table-5.11b regarding the coefficients of regression analysis it has been 
summarised that the t' static of time variable is significant at 0.03 percent 
where the impact of dummy variable is insignificant. Assumption of pre-
liberalisation period is justifiable here. The impact is significant due to the 
continuous increase in the total sanctions since the beginning of the period 
under consideration and it has continued up to the end of the first decade of 
post-liberalisation. 
Table-5.11.b 
Coefficients of Model-l 
Model 
1 (Constant) 
T 
TD 
Un-standardized 
Coefficients 
B 
15044.599 
2344.393 
-2610.349 
Std. Error 
12089.392 
698.175 
1549.295 
Standardized 
Coefficients 
Beta 
.564 
-.283 
t 
1.244 
3.358 
-1.685 
Sig. 
.226 
.003 
.106 
a) Dependent Variable: SAN, T= Time, D= Dummy, TD= Time*dummy 
b) Source: Appendix-1 
On the other hand, the second dummy where the impact of financial 
sector reforms has been quantified by the application of the dummy variable 
along with the time variable is showing its significance. The application of 
second dummy to find the impact of first generation reforms on development 
finance in India has been summarised in table 5.12. 
Table-5.12 
Model-2 Summary (Sanctions) 
Model 
1 
R 
.948 
R Square 
.898 
Adjusted R Square 
.889 
Std. Error of the Estimate 
10192.4267 
a) Predictors: (Constant), TD, T 
b) Source: Appendix-2 
Table-5.12 on model summary has described that the coefficient of 
determination (R2) after adjustment is 0.88. This patently implies that whatever 
changes or decline in the lending activities of development banks have 
occurred in post reforms period is on account of the reform process. In other 
words, the reforms process is responsible up to 88 percent for the changes in 
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the lending activities. The impact therefore is very much pronounced. Table-
5.12b illustrates the impact of reforms process on overall development 
financial activities. According to the table, coefficients indicate that the impact 
of time and policy reforms is significant at any level of significance. 
Table-5.12.b 
Coefficients of Model-2 
Model 
2 (Constant) 
T 
TD 
Un-standardized 
Coefficients 
B 
-3061.666 
2103.331 
2499.565 
Std. 
Error 
4222.933 
299.900 
276.985 
Standardized 
Coefficients 
Beta 
.506 
.651 
t 
-.725 
7.013 
9.024 
Sig. 
.476 
.000 
.000 
a) Dependent Variable: SAN, T= Time, D= Dummy, TD= Time*dummy 
b) Source: Appendix-2 
To find out impact of financial sector reforms on the overall lending 
activities of development banks in pre and post liberalisation period it is 
necessary to take the case of disbursals too. According to the tables 5.1 and 5.2 
utilisation rate of sanctions is found to be very less. 
Result of application of dummy variables and time variable on the 
disbursal is the same as in case of sanctions described in the model-1 and 
model-2. The model-1 is for pre reforms period and the model-2 is about 
impact of reforms on development financing in India in post liberalisation 
period. (Appendix 3) 
In first case of disbursals of development finance result is the same as 
with sanctions with a bit of difference in R .^ The model summary of first 
dummy applicafion has been shown in table-5.13. 
Model 
2 
a) 
R 
.773 
i'redictors: (C 
Table-5.13 
Mode-1 Summary (Disbursements) 
R Square 
.597 
onstant), TD, 
Adjusted R Square 
.560 
T 
Std. Error of the Estimate 
14204.1373 
b) Source: Appendix- 3 
From the summary of the first dummy appHcation on disbursals the 
implication of pre reforms poHcy measures is not significant. Table 5.13.b has 
a descriptive form of coefficients of model-1 on the disbursals with a t value of 
3.537 which is significant at 0.2 percent in case of time variable. But in the 
case of policy measures it is not significant at any level which can be 
considered to be significant, t value of the same is -1.708. In fine the 
Researcher summarises that there is no impact of policy process. 
Model 
2 (Constant) 
T 
TD 
Table-5.13b 
Coefficients Model-lb 
Un-standardized 
Coefficients 
B 
9792.825 
1686.415 
-1807.507 
Std. Error 
8256.018 
476.794 
1058.036 
Standardized 
Coefficients 
Beta 
.679 
-.280 
t 
1.186 
3.537 
-1.708 
Sig. 
.248 
.002 
.102 
a) Dependent Variable: DIS, T= Time, D= Dummy, TD= Time*dummy 
b) Source: Appendix-3 
The result of the application of second dummy on disbursals of 
development finance has been summarised in tables 5.14 and 5.14.b. The post 
reforms period has witnessed that reforms process has an immediate effect on 
the overall lending activities of development banks in India during the referred 
time span. The model-2 on disbursals has left an impression that the impact of 
policy measures is highly significant like in the case of sanctions during post-
liberalisation period. 
Table-5.14 
Mode-2 Summary (Disbursements) 
Model 
1 
R 
.963 
R Square 
.928 
Adjusted R Square 
.921 
Std. Error of the Estimate 
6018.1750 
a) Predictors: (Constant), TD, T 
b) Source: Appendix- 4 
Table-5.14 on the descriptive summary of first dummy application on 
the disbursals of development finance has pointed out that the adjusted R-
Square is 0.92. The R-Square of 0.92 thus indicates that whatever changes or 
decline have happened in the overall disbursals in post reform period on 
account of the financial liberalisation. The R-squared of 92 percent is very 
much significant to demonstrate the overall impact of reforms. The coefficients 
of model-2 on disbursals also illustrate the impact of reforms on development 
finance. The / value of time variable i.e. 8.506 and the policy reforms is of 
10.808 are significant at any point of level. 
Table-5.14b 
Coefficients of Model -2 
Model 
2 (Constant) 
T 
ID 
Un-
standardized 
Coefficients 
B 
-2799.862 
1506.189 
1767.599 
Std, Error 
2493.455 
177.078 
163.547 
Standardized 
Coefficients 
Beta 
.518 
.658 
t 
-1.123 
8.506 
10.808 
Sig. 
.274 
.000 
.000 
a) Dependent Variable: DIS, T= Time, D= Dummy, TD= Time*dummy 
b) Source: Appendix- 4 
The analysis made on the basis of sanctions and disbursals of 
development banks has proved that the impact of reforms process in post 
liberalization period is significant which has ultimately resulted into the 
acceptance of alternative hypothesis of the study. The overall reforms 
movement has an ultimate impact on the overall lending activities of 
development banks since liberalization. The major impact of reforms on 
development banking in India is changing the basic objectives of the 
development banks in post independence period. The major reason for the 
decline in the overall lending activities may be attributed to the development of 
secondary market and availability of cheep sources of debt and equity funds for 
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any business firm. The impact of financial sector reforms has its ultimate 
impact on the institutional development of Indian economy resulted in the 
establishment of well structured capital market administered and operated 
through electronic mode with high end technical support'^. 
Most of private and public sector undertakings have raised funds from 
secondary market through Initial Public Offers (IPOs). The importance of 
development finance thus witnessed the continuous decline which could not 
grow according to the time. The development banks hence diversified their 
business to various other financial services by their own establishments or by 
direct actions'^ 
The impact of financial sector reforms has its exclusive approach for 
insurance as well as other realms, such as, pension, foreign exchange, and 
government securities market as stated in the chapter two. Hence the 
development financial institutions took further steps in these sectors too which 
resulted in diverting their development funds to the needy and profitable 
segments. 
The significant impact is discernible on the overall sanctions and 
disbursements of DFIs despite the decline in lending activities. This decline is 
attributed to the fact that other sources of financing, such as. Pension Fund, 
Venture capital Fund, Life Insurance Fund have appeared on the horizon on the 
financing arena. The policy packages and measures have therefore paramount 
impact on the overall development banking activities. 
5.6. Conclusion 
Impact of financial sector reforms on the overall lending activities of 
development financial institutions has been analyzed through comparative 
tables regarding the sanctions, disbursements, and utilization rate. The study 
has also taken into consideration individual cases of selected development 
banks in India such as: IDBI, ICICI, IFCI and other important development 
banks under the head 'other DBs'. The overall lending activities have been 
analyzed through separating the total span of 25 years into pre and post reforms 
regime. 
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From the tables and figures the overall decline in the development 
.finance is visible after the first decade of post liberalization. The statistical 
analysis has supported to prove the alternative hypothesis where the impact of 
reforms has been assumed to be significant. The significant impact is 
discernible on the overall sanctions and disbursements of DFIs despite the 
decline in lending activities. This decline is attributed to the fact that other 
sources of financing, such as, Pension Fund, Venture capital Fund, Life 
Insurance Fund have appeared on the horizon of the financing arena. The 
policy packages and measures have therefore paramount impact on the overall 
development banking activities. 
The development well structured and admirable secondary market and 
further institutionalized development of economy has made the development 
finance matured enough that resulted in to survival of the fittest. The next 
chapter would cover the analysis of region wise lending activities of 
development banks with special case of Industrial Development Bank of India 
(IDBI) 
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CHAPTER-VI 
IMPACT OF FINANCIAL SECTOR REFORMS ON 
REGION SPECIFIC LENDING ACTIVITIES OF ALL 
INDIA DEVELOPMENT BANKS 
6.1. Introduction 
The preceding chapter was devoted to make incisive analysis of overall 
lending activities of the development banks in India in pre and post liberaliza-
tion regime. The present chapter emphasises on the region wise lending activi-
ties of development banks in pre and post liberalization regime. The basic ob-
jective of the region wise comparison of development finance is to find out 
whether there are any regional discrepancies in the overall lending activities of 
development banks. 
Table-6.1 
Classification of States and Union Territories on the Basis of Per Capita GDP 
Higlily Forward 
Goa 
Punjab 
Andaman & Ni-
cobar 
Chandigarh 
Delhi 
Puducherry 
Classified by the , 
Forward 
Haryana 
H.P 
Mahaharashtra 
Dadra & Nagar 
Daman & Due 
Research Scholar 
Average 
Andhra 
Gujarat. 
Kamataka 
Kerala 
Mizoram 
Nagaland 
Sikkim 
T.N 
Tripura 
W.B 
Based on tf 
Backward 
Arunachal 
Jammu 
&Kashmir 
Meghalaya 
Uttaranchal 
Rajasthan 
te Per Capiia-Gl 
Very Back-
ward 
Assam 
Bihar 
Jharkhand 
M.P 
Chhattisgarh 
Manipur 
Orissa 
U.P 
}P of Each States 
(Economic Surveys, 2004, 2005, 2006 and 2007, Ministry of Finance, New Delhi) 
The Researcher has made the study of regional attraction of develop-
ment finance in pre and post liberalization regime on the basis of the contribu-
195 
P'' capita GDP ,r^^, ''' ^'^^'fi^cl ,„,o ^^^ '. °f '"<i«. Tfe ,„,„ 
-n::::-:;--:::::tr 
''*^«'"ce of ftese de """^'^ "'^ -^^ gionai d' ^^'^"'ish^en, 
- " «« . n ' < u « . C " - " ' ^ * . e W i r "^""'- '^^ « - , ,„. 
""•^ ^ ' -" .ng acHvifes of d " ' ' " ^ " ' ^ '° «"'< out t^  
" ™ - Of P o . . f o ™ . ! ™'"'"^ *^ ' - * in J o " * ° ' * ' ' ' - ' 
' ' ^ ' - - o a n d . a i f d e o a d e . o f J I r " ^ - " -
P '^fi'^  Lending A,„. 
I'aWe 6 2 h, . 'Analysis a„d ,„, 
-^'°p-n, C i t r ""•" ••*- '^^' r o i r r '^  '^ = -^-
- - ^ Pe.od ,.e. , o „ , p , , , , ll ^ = ^ - ' -nbaiance i. e ^ , , 
196 
I 
00 
0 \ 
E 
"Si) 
Pi 
e 
03 
"« 
I . 
04 
I) 
c 
o 
f S 
VO 
o 
X! 
W 
H 
u 
e 
B 
u. 
- * -» 
e 
B 
o. o 
a; 
> a> O 
cs 
•a 
B 
Si 
• a 
<u 
B 
_o 
u 
B 
OS 
cw 
o 
s 
« 
B 
O 
•o -La 
CO 
f ^ 
u -
> 
•o 
n 
1 
n 
La 
u 
> < 
u 
1 3 
c 
U. 
f 
0 . 
it 
L 
a 4 
> 
5? 
S? 
5 ; 
3 
O 
E 
< 
5? 
^ j 
c 
s 
o 
B 
< 
• ^ 
o^ 
S? 
^ r f 
c 
3 
O 
B 
< 
s = 
a ^ 
s? 
4-t 
e 
3 
o 
E 
< 
S? 
: c 
c 
£ 
< 
} 
^ 
« 
^ en 
"""" ~ 1 
O 
cS 
.5 
~ 
c 
o 
= 
5 
1 
U 1 
5? 
5 
1 
O 
vi (2 
.= 
t cs 
J = 
c« 
£ 
? 
£ 
^^ ^ 
, • 
cS 
.£ 
S 
« S 
J = 
1 £ 
& 
.E 
01 
1 
^ 1 J 
ds 
•s 
1 
= ii 
c 
._2 
1 
g 
•^  = 
s 
c 
;; 
• ^ 
rn 
o 
•^  CNI 
g 
ri TT 
v O 
o 
"1 
O 
o 
o 
VD 
• * 
o o ( N 
( N 
p 
t-~^ 
r ^ 
O p 
O 
v~, 
O v 
0 0 
O v 
r~-
r^ 
rW I N 
O 
p 
o 
so 
m VO 
ON 
VO 
r— 
o 
o 
o 
r^ 
•/n 
c ( N 
f 
ae 
c 
OS 
•* en CH 
• ^ 
< N 
vS O s 
r-
, 
0 0 
\q 
r s l 
<N 
Ct) 
rn T j -
( S 
m 
so 
o 
' T 
m 
0 0 
f n 
p — 
<^  
<n 
VO 
oo 
t N 
•» 
o 
o 
•* t^ 
o 
oo 
so 
c^ 
O S 
•* rn 
o 
r^ 
rs i 
•<t 
<x 
e 
TT 
O 
»o 
m 
o 
r-
o 
p 
rr 
o 
so 
r^ 
r f 
OS 
w-> 
so 
0 0 
• * 
r s i 
( N 
so 
en 
m 
m O ; 
—' 
f - « 
' i -
Os' 
en 
'n 
O s 
S O 
O 
r-) 
oo O s 
r-t 
^ O s 
t N 
t s 
«-! 
T f 
en 
V-} 
O s 
oo 
en 
<N 
i r 
oc 
o> 
t o 
o 
0 0 
r s j 
r ^ 
OS 
1 
r s | 
K - i -
• * 
so 
<N 
s o 
>^ OS 
o< r j 
• — I 
p f<i 
( N 
m 
*n O ; 
( N 
m 
r-
o 
^m 
ir> 
8 
r -
O s 
r^ 
• » ' 
r s i 
en 
p 
f ^ 
O s 
OO 
t ^ 
r s | 
v ^ 
O S 
t -^ 
• ^ 
t ^ 
t ^ 
0 0 
en 
o p - * 
•<>• 
se 
(X 
o-
T T 
rs ) 
0 0 
rs4 
O 
so 
f ^ 
e<i 
•* O O s 
( N 
S O 
( N 
O ) 
\ D 
en 
• — • 
p 
o Tl-
• * 
r-
• ^ 
u-i 
m 
0 0 
so 
o t 
en 
f N 
O s 
r s i 
w ^ 
OS 
O 
r s i 
"O 
•<3-
d 
»— • * 
1 — 4 
0 0 
0 0 
• * 
0 0 
• * 
•«• T t 
OS 
•o 
(^  
sc 
<K 
c 
0 0 
O S 
od t N 
QC 
t - -
d 
*"* 
o 
O s 
O S 
•o 
r~i 
<N 
0 0 
u-i 
r-; 
(^  
' 
o 
•n 
r ^ 
cs 
• * 
r-
>n 
•^  m 
— rsj 
o 
O s 
S O 
• * 
rn 
en M 
m 
d 
r s | 
o 
O S 
O s 
so 
O S 
r s 
r^ 
(^  
so 
C 
t 
c 
o 
f*^  
•n 
oc 
• ^ 
t ^ 
<x 
o> 
r^ 
o 
0 0 
r s i 
t ^ 
0 0 
•^  
o 
so 
oi 
en 
en 
_ 
so 
•^  r*^ 
O 
o 
•^  d 
so 
oo 
•Ti 
so 
f*^ 
en 
>n (-sj 
o^ 
' I -
o 
x - l 
so 
> / - l 
en 
O s 
so 
[ N 
^ - B 
• » 
o 
d 
r s i 
O S 
0 0 
0 0 
o 
0 0 
so 
0 0 
c 
O s 
OS 
OS 
OS 
oc 
o: 
o-
o 
r s j 
en r s i 
O S 
O S 
< 
o 
o 
so ( N 
0 0 
• * 
O s 
so 
0 0 
T"* 
o 
so 
o^ OS 
so 
r-S O 
0 0 
( S 
so p 
' 
o 
^t 
ON 
en 
O s 
O s 
»o 
rn 
r M 
*~^  
0 0 
o 
en 
0 0 
en 
o • a -
so 
t ^ 
•q-
1 
c 
OS 
oe t -
t ^ 
c 
oc 
e 
m 
"^  
0 4 
S O 
'"' 
o 
so S O 
en 
,^ 
so 
o 
0 0 
r s i 
o O S 
<r> O S 
OO 
o 0 0 
>ri 
m 
«r^  O S 
d 
so 
o 
en 
O S 
so 
_ M 
T f 
f l 
0 0 
rsi 
o 
d 
en O S 
»ri 
O S 
>/^  
S O 
0 0 
O S 
— 
o SO 
m 
en 
o 
w 
OS 
1 
c o-O ' 
(^  
•^  s o 
— 
en 
' 
1 
o 
K 
• * 
OS 
s o 
( N 
O S 
so 
- ' 
O 
OS 
en f ^ 
0 0 
p 
en T T 
r-~ 0 0 
OS 
en 
O 
so 
O s 
0 0 
v^ 
v - j 
oo" 
r s i 
o 
0 9 
o 
so 
•— r s j 
w-i 
r^ 
1-^ 
•n 
t~-
»ri 
o 
t^ 
S£ 
•» 
» s | 
OS 
o-Os 
Tt 
O 
Cf> 
CO 
o 
I V ; 
o 
o 
(b 
CO 
CO 
-^
r>; 
to 
co' 
o 
T — 
o O) 
U) 
O) 
00 
T " 
o 
CO 
-"t 
Vi 
O) 
o 
<o 
o CO 
o> 
U) 
oo 
a> 
a> 
CO 
I P " 
T -
T -
00 
o 
u> 
00 
03 
o 
00 
(O 
00 
o 
<C 
5 
(0 
E 
ni 
S 
CO 
T— 
(O 
T " 
CO 
T -
T -
1 
<o 
ci 
(O 
<o 
U) 
o> (O 
oo' 
1 
<o Tf 
o 
o 
OJ 
( s . 
(O 
00 
CM 
<o 
o 
N^  1 
lO 
<n 
O) 
00 
o> 
o> (O 
d 
cs 
o q 
d 
00 
U> 
CO 
CO 
CM 
CM 
lO 
CM 
1 
"^ IN. 
•n 
o 
CM 
E 
'c 
i 
(O 
i n 
CM 
o 
CO 
CD 
CM 
CO 
CM 
o 
CM 
CM 
CO 
CO 
T ~ 
<n 
• * " 
>«t 
CO 
T -
i n 
lO 
i n 
CO 
CM 
CD 
i n 
CM 
.^ 
Tt 
CM 
co 
o 
CO 
i n 
CM 
o 
<M 
i n 
CM 
Tt 
CO 
CO 
CO 
CM 
00 
CM 
t ^ 
CO 
00 
i n 
CM 
O) 
CC 
CO 
CO 
o6 ai So 
0) < 
s < 
CM 
m 
—^ CO 
to h -
r»-' N-
CM 
CO 
^ 
CO 
CO 
CM 
CO 
en 
1 ^ 
CO 
CO 
CO 
CO 
Q 
05 
en 
CO 
CO 
Tt 
CO 
o> 
_ 
1 
CO 
r>-
co' 
m 
m CO 
en 
CO 
o 
00 
i n 
r-
m 
CO 
CN 
CO 
3^ 
> 
O 
i n 
en 
ai 
T " 
m CO 
CO 
CM 
cn 
00 
CM 
00 
c 
Tt 
CM 
a: 
< 
o 
O o 
O s 
8 
'^ —. 
•5 ^ 
3! rs» 
O 1 
t:5 t 
« 3 
g-5 
^ S 
^3 a 
"5 S 
§1 
si 
5r65 
OS Q 
a Oo 
s c 
5 '•* 
• Q ^ 0 5 
i ^ c 
<a, ^ 1 5 
O s > 
S.2 
-^l 
s"! l! 
•cs ^ 
S ^ 
^ ^ 
^ 
OQ r s ( 
• ^ 0 0 
II 
•^ a 
« «> a -c 
"5^ 5 
1^ 
-^^ 
^ ^ fe  
IC3 
^ -C 
• s ; *» 
11 5 *^  < s : ^ 
3 ^ 
Oo rs, 
I 
00 
s 
a 
o 
2 
0U| 
s 
vo e 
9 b 
s s 
S 
o. 
o 
I 
« 
a 
a 
w 
B 
w 
w 
e 
• o 
«w 
o 
u-
> • 
JC 
C£ 
X 
-: 
.^ o u. 
o 
1 -
o > < 
v-/ 
5 
.^ u 
o CO 
•o vl 
o 
o 
CQ 
>-
—^ <Li 
> 
W 9 
I 
—— 
I 
*\^ i 
) 
i\v\ 
i 
\ \ \ 
1 1 
o 
o 
o 
o 
o 
o 
00 
o 
o 
o 
o 
o 
o 
o 
o 
o in 
o o 
o o 
o o 
^ <#^ 
o o o o o 
o o 
CM T-t 
so 
I 
o 
Among the five regions, the share of moderate region is very high and 
the number of states covered under this region is also high. The share of for-
ward and highly backward region is satisfactory. The highly forward region 
availed of a credit of Rs. 633 million on an average registering an average 
growth of 25 percent. The average shares of backward and highly forward re-
gions are not considered by the institutions for further promotional activities. 
The total assistance sanctioned by the AIDFIs for the very backward area was 
Rs. 642 million which reached up to Rs3316 million in the beginning of finan-
cial sector reforms with an average percentage share of 25 percent. The case of 
forward region is also having a good proportion that they attracted a credit of 
Rs 2366 million on an average with a percentage share of 25 percent register-
ing a growth of 25 percent in the entire pre-reform period under reference. Fig-
ure 6.1 presents the graphical presentation of region specific lending activities 
of development banks for the period under reference. 
The CAGR of forward is high with 29 percent whereas the other regions 
stood at 24 percent, 23 percent, 19 percent and 19 percent respectively for 
highly forward, average, backward and highly backward indicating the least 
performance of backward regions' lending. The CV percent and SD are seen to 
be having a moderate result in all the regions under study. 
The major impact of the financial sector reforms has been seen in case 
of regional attraction of the development banks. The post liberalization-
globalization era has witnessed the fact that the total commercial banks in India 
left their priority lending activities. In most cases the banks have announced 
their prime lending rate for their special customers. The changing business en-
vironment of development banks compelled to make operational flexibility and 
the cheep sources of funds enabled them to cater to the needs of even small re-
tail credits. Table-6.3 has shown that the shares of highly forward regions are 
going ahead of all. On an average the region absorbed a credit amounted to 
Rs.8243 million in the entire 15 years of post-liberalization regime. In case of 
very backward areas where the demand is more the share has been decreased to 
the time of 10 percent. 
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This region availed a credit of Rs 4043 million in the year 1992 which 
decreased to Rs. 2243 million at the end of the 15 years period under reference 
registering an average growth of only 2.49 percent. The average sanctions for 
each regions amount to Rs. 8243 million, Rs 17019 million, Rs 20005 million, 
Rs 1830 million and 5612 million respectively for highly forward, forward, av-
erage, backward and highly backward regions for the reviewed period. On the 
other hand, the percentage share of these regions amount to 16.27 percent, 32 
percent, 37 percent, 3.58 percent and 10.57 percent respectively for the above 
said regions i.e. highly forward, forward, average, backward and highly back-
ward regions indicating the predominant role of forward regions. From the ta-
ble the Researcher has again found and that the share of lending activities in 
moderate states and the forward states are having 2/3'^ '' of the total funds and 
the moderate states consists of 10 territories and claims the major share. The 
total funds disbursed by the development financial institutions in pre-
liberalisation is also having an equal share where the very backwards states ab-
sorbed the maximum along with moderate states with 25 percent and 35 per-
cent respectively. Figure 6.2 presents the graphical representation of post re-
forms period development finance, sanctions and disbursements in regional 
perspective. 
The CAGR of highly forward region placed at the highest with 15 per-
cent followed by the forward region with 2.13 percent whereas the same is 
negative in moderate regions and other backward regions for the period under 
study. The SD and CV percent in all the cases give the same trend as that of 
predominance of forward regions. The development banks themselves have 
made some criteria for their lending policies which can not be attained by these 
backward states. The major reasons behind the decline are the changes in the 
basic objectives of development banks that the priority was given for regional 
imbalance. The post liberalization-globalization regime of business environ-
ment has witnessed that the profit is the motive of any business but it was only 
the last preference of the public sector companies in pre-liberalisation regime. 
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Table 6..3 regarding the disbursements in pre-iiberalisation regime has 
found that the same trend in sanctions are resulted in disbursements and in per-
centage shares the highly forward areas are not being considered for their lend-
ing destinations by the development banks. The disbursements of development 
finance, table is crystal clear that the development banks had their disbursals of 
funds in pre-liberalisation regime i.e. from 1982 to 1991 on the same propor-
tion as that of sanctions but the utilisation rate of sanctions is only 1/3'^ ''. The 
average percentage share of disbursements in highly forward regions accounts 
for 8.02 percent whereas it is 25 percent, 35 percent, 6 percent and 24 percent 
in forward, average, backward and highly backward regions respectively indi-
cating the predominance of forward and moderate states. 
The financial sector reforms have their ultimate impact on banking sec-
tor especially in their lending priorities. The case of development bank is also 
not different. The main aims and objectives of development banking became 
more flexible after the reforms. The internal autonomy was also given to the 
development banks to raise the funds and utilize them as per requirement. The 
disbursement activities of development financial institutions in post liberalisa-
tion have been shown in table 6.5. The total funds disbursed by the develop-
ment financial institutions are very less in backward areas and especially in 
very backward areas the status of highly forward areas are much better than all 
other regions due to its special growth in comparison with the pre-liberalization 
regime. The average credit disbursed to the regions amounts to Rs 5576 mil-
lion, Rs 12146 million, Rsl4025 million RS1331 million and Rs3917 million 
respectively in highly forward, forward, average, backward and highly back-
ward regions. In comparison to the share of disbursement to the broad classifi-
cation of moderate, backward and forward regions, the moderate regions are 
having the maximum with an average of Rsl4025 million i.e. 37 percent. The 
table is also clear about the average growth in each sector where the CAGR of 
highly forward area is 14 percent whereas the same in other regions under ref-
erence are negative except the forward region. 
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The analysis of the lending activities of development banking in re-
gional perspective has the result that the financial sector reforms have affected 
the overall lending activities of development finance in India in regional per-
spective. The table and figures as regards the total trends is not much pro-
nounced with regards to the real impact. The activities of development finan-
cial institutions in India in pre and post reforms era can be seen by the tables 
representing the total all India development financial institutions. Besides the 
total financial institutions, the individual institutional trends may have the simi-
lar proportion in their lending policies. For threadbare analysis the Researcher 
takes into consideration the case of IDBI, the apex development financial insti-
tufion of India individually. 
6.3. A Case Study of roei 
The Researcher is of the view that the analysis made by the study on 
the lending activities of development banks is not sufficient enough to substan-
tiate the total trend in development banking in India. But it is necessary to take 
any case. The IDBI the apex development financial institution of India was the 
mother financial institution since its establishment. Later on the establishment 
of specialized financial institutions channelized the role of development bank-
ing in India in different dimensions. Still IDBI acts as an apex development 
bank even after the merger with IDBI bank., IDBI is the suitable case for repre-
senting the total development banks in India because it has passed through out 
the scenarios and accepted all the changes in its business environment through-
out the period of two and a half decades. 
The post liberalisation-globalization era made the development banks to 
go for cheep sources of funds and IDBI listed its securities in secondary market 
in 1994. When the development financial institutions initiated the institutional 
development of Indian economy IDBI went for the promotion of NSE, NSDL 
and various other institutions for the development of institutionalised market 
economy. Finally, the whole institutions entered into commercial banking 
business. The IDBI established its wholly owned subsidiary i.e. IDBI bank in 
1994. When the development banks corporatized their institutional set up IDBI 
reduced its government stake up to 52 percent. Now the IDBI merged with 
IDBI bank is performing both the work of development finance and commer-
cial banking. IDBI still performs as a regulator of development finance in In-
dia. 
The case of IDBI is not different from the total development financial 
institutions but after the establishment of SIDBI for small and medium enter-
prises the role of IDBI has changed and deployment of funds in other promo-
tional activities made the bank much important in the institutional development 
of the country. Table 6.6 as regards the region wise lending activities of IDBI 
in pre-liberalisation regime highlights the trend in total development financial 
institutions. The case of AIDBs and IDBI is more or less the same. The total 
assistance sanctioned by IDBI in pre-liberalisation regime i.e. from 1982 to 
1991 accounts for almost Rs 4777 million per year and share for very backward 
areas is almost 26 percent. The bank's total sanctions in moderate regions are 
also very high like the total trends with an average of 35.54 percent. The pre-
liberalisation-globalization lending activities of IDBI were mostly concerned 
with the backward and semi backwards areas. The post liberalisation global-
ization era has witnessed a shift from the existing trend of lending activities of 
IDBI. The fiinds shifted from backward areas to forward areas. The CAGR of 
the forward region is 4.89 percent whereas the others had a negative growth for 
the entire period under reference. The share of semi backward areas i.e. aver-
age, and forward regions showed their importance in influencing the lending 
policies of IDBI in post liberalizafion regime. On an average the total sanctions 
in post reforms period stood Rsl694 million for forward, highly forward re-
gions Rs4309 million, average Rs5384 million, backward Rs 491.33 million 
and very backward Rsl646 million respectively during the entire 
review. 
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IDBI, the apex development bank of India after the establishment of 
SIDBI in 1990 increased inter-institutional flow of funds mostly for SIDBI. 
The total lending activities of SIDBI have concentrated on small and medium 
enterprises. The sanctions made by IDBI do not include the inter-institutional 
flow of funds made by IDBI to SIDBI where mostly sanctions are for the small 
and medium enterprises. The total funds disbursed by the banks and business 
firms based on the forward and backward regions reveal the similar trends as 
that of sanctions (table-6.8). At least 1 percent of the applicants of very back-
ward did not receive the sanctioned amount. However, more or less in the pre-
liberalisation-globalization regime emphasis has been given to backward and 
semi backward regions. But the environment where the profit becomes impor-
tant the situation is different. In case of post reforms period the emphasis was 
given by the development banks to highly forward and forward regions other 
than the backward regions in disbursals for the referred time span. 
The shares of highly forward areas in total disbursals are more than 15 
percent where it is only 10.7 percent in case of very backward states. The 
CAGR of the total disbursals in post reforms period indicates a poor perform-
ance of the development banks. However, the forward states are still seen to 
have attained an average growth of 4.91 percent with average disbursements of 
Rs.l236 million. However, the total reforms movement appears to have af-
fected the development finance activities by the development financial institu-
tions in India. The total and individual cases do not give a clear picture of the 
impact. However, the Researcher is of opinion that the banking sector reforms 
have influenced the lending activities of development banks in post reform pe-
riod . To identify the factors of the changes it is necessary to use some statisti-
cal tools and techniques on the tabulated source of information. The following 
paragraphs deal with the testing of hypothesis. 
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6.4. Testing of Hypothesis 
Following paragraphs deal with the testing of hypothesis in regions spe-
cific lending activities of all India development banks for the entire period of 
two and a half decades i.e. from 1982 to 2007. 
Hypothesis: - "The null hypothesis (Ho) of the study assumes that the 
financial sector reforms initiated in July 1991 are not having any signifi-
cant impacts on the region wise lending activities of development banking. 
On the other hand, the alternative hypothesis (Hi) assumes that the impact 
of reforms is significant in region wise lending activities of development 
banks". 
Tables and figures stated above as regards region wise sanctions and 
disbursements of development finance emphasized on pointing out the shift of 
development fimding from one region to other. But the mixed trends in case of 
the said regions are not coherent enough to express the real impact of reforms 
on region wise portfolio of development finance. Impact of reforms in region 
wise lending activities of development banking can be analyzed through a 
comparison of pre and post reforms trends in region wise lending activities. 
The descriptive statistics, such as, Compound Annual Growth Rate (CAGR) 
and Standard Deviation (SD), Coefficient of variation (CV percent) and mean 
throw light to the shift from one segment to another. The Researcher feels that 
to analyze the impact it is better to test the significance deference in mean of 
each independent region separately on their percentage shares. Therefore the 
study is relying upon the independent sample t test for test of significance in 
variation of mean of both the regime based on the percentage share of each re-
gion. 
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Among the five regions based on the per capita GDP of the country the 
shift of development funds from one region to other is being seen through the 
previous tables and summary of assumed equality of mean and standard devia-
tion is displayed in table 6.10. According to table 6.10 equality of means in the 
pre and post reforms regime on the sanctions t value is estimated to be signifi-
cant at 5 percent level of significance in whole regions except the averagely 
developed region. The t static of each region where equal mean variance as-
sumed are; highly forward: 2.701, forward: -3.664, average: -0.677, backward: 
6.899 and very backward is of 7.567. All the cases are significant at 5 percent 
level which enlightened to the acceptance of alternative hypothesis except the 
averagely developed regions where alternative hypothesis is significant at 50 
percent only. The impact is therefore much pronounced in case of disbursals of 
development banks where the t value is significant at any level except the 
aforementioned average developed regions. From the summary of disbursals as 
per the table 6.11, it is summarized that there is the same result as in case of 
sanctions. The cases of forward, highly forward, backward and highly back-
ward are significant where the average is insignificant. 
The statistics of overall lending activities of industrial development bank 
of India (appendices-7 and 8) supports the same trend which is pronounced by 
the overall lending activities of development banks. In both sanctions and dis-
bursals of IDBI the impact of reforms is more evident on development finance 
at its regional selection. The cases of both the sanctions and disbursals are very 
clear that shift of funding has happened anyway. The t-static of both denotes 
the negative impact of one segment resulted in the positive impact on another. 
The overall lending activities have a negative impact on decline of develop-
ment finance through out the post liberalisation especially after 2000. By the 
test of independent sample of development finance in both sanctions and dis-
bursals for backward and forward regions it is summarized that there is a shift 
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of development finance from backward regions to forward regions which is ba-
sically a major alteration in the basic objectives of development banking in In-
dia. 
As far as the Astatic is concerned the impact is visible in regional attrac-
tion of development finance and therefore the Researcher fails to observe the 
acceptance of null hypothesis. The basic reason behind the regional imbalance 
is not only proliferated by the development banks themselves. The accumulated 
Non-performing Assets (NPAs) from those backward regions in the gloominess 
of government policies for the sake of regional imbalance as well as the insta-
ble political environment has compelled the banks to divert their funds from 
risky investments. As a matter of fact the total environmental changes in the 
financial sector have further influenced to utilize the funds for more profitable 
manner. The development of well structured secondary market resulted in pro-
motion of supplementary and other secondary application of funds as well^ . 
6.5. Conclusion 
The impact of financial sector reforms on region wise lending activities 
of development banks has been tested by the Researcher in phased manner. The 
comparison of pre and post reforms period indicates that the post reforms pe-
riod of development finance has a shift from the backward regions to the for-
ward regions. The statistical tools of significance of mean difference through 
independent sample test support the inference that the impact of reforms is 
visible on regional attraction of development finance. The test of significance 
of pre and post reforms has been found out in case of both sanctions and dis-
bursals that have resulted into the acceptance of alternative hypothesis. The 
next chapter would deal with the sector specific lending activities of develop-
ment banks. 
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CHAPTER-VII 
IMPACT OF FINANCIAL SECTOR REFORMS ON 
SECTOR SPECIFIC LENDING ACTIVITIES 
OF ALL INDIA DEVELOPMENT BANKS 
7.1. Introduction 
The previous chapter threw a Hght on the region wise lending activities 
of the development banking in pre and post liberalisation regime. Li the present 
chapter the Researcher finds out the pattern of development finance on sectoral 
basis in pre and post-liberalisation regime. The development finance in India, 
as a matte of fact, has its ultimate role in the total planned economic growth 
and development of the country. The post-independence period of Indian 
economy was in a great depression due to surplus of manpower and raw 
material and deficit of money and technology. To compensate the deficit of 
money and technology the country introduced its five year plan on the USSR 
model of development^ The role of development financial institutions in the 
promotion and implementation of five year plan was very important through 
their assistances. 
The development finance in the initial years was concentrated in 
promotion of public sector companies followed by the joint and cooperative 
sectors. Later on, the importance of private sector was realized by the 
development financial institutions and the emphasis was given for private 
sector too. For the analysis of trends, the Researcher has taken into 
consideration four sectors, such as, public, joint, cooperative and the private. 
The study analyses the contribution of development finance in each segments. 
The public sector undertakings may either be central government (there are 
currently 246 central government Public Sector Undertakings (PSUs) in India) 
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or by state government (currently there are 1115 state owned PSUs). The Co- )' 
operative firms may either be the public owned or the government established 
and the joint ventures may be either partial or major equities held by the 
2 
government or any semi government companies . 
The development finance for the promotion of industrial development in 
India can sanction to any of the sectors. In a mixed economy or double hearted 
economy like India the importance of both private and public are important. 
Therefore, the Researcher believes that any change in the proportion of the 
lending pattern of development finance is an indicator of the total impact on 
overall lending activities. 
7.2. Sector Specific Lending Activities: Analysis and Interpretations 
Tables and figures prepared on the basis of sectoral lending activities 
have revealed the changing scenario. From table 7.1 it is very clear that the pre-
liberalisation regime i.e. from 1982 to 1992 has given importance to joint and 
co-operative sectors. Also the major share was in favour of private sector 
which however later decreased. After the co-operative movement in India the 
contribution of co-operative sectors in the rural development cannot be 
neglected. The average percentage share of total lending activities to the co-
operative sector has a downward trend whereas the share of private and public 
sector registered the maximum growth in the regime during the period under 
review. 
The co-operative sector attracted an amount of Rs. 225miUion in 1982 
which decreased to Rs 211 million in the year 1991 registering an average 
growth of only 9.11 percent in which the total sanctions had the maximum 
growth. The sector with public private participation i.e. joint sector also availed 
of a share of 7.35 percent in the entire 10 years period i.e. from 1982 to 1991 
with an average credit of sanction amounting to Rs 718 million. The share of 
the co-operative sector decreased from 7 percent to 0.96 percent from 1982 to 
1991. The sanctions of private sector was stable in nature availing of a share of 221 
78 percent in the beginning i.e. in 1982 and reached up to 78.85 percent at the 
end often year i.e. in 1991with an average sanctions of Rs 7824 million. The 
case of public sector also reveals a positive trend where the share of sanctions 
for public sector was 9,43 percent in 1982 with an amount of Rs 300 million 
which increased to Rs 2987 million in the year 1991. The average percentage 
share of public sector registered more than 14 percent for the entire period 
under reference. Figure 7.1 presents the graphical representation of sector 
specific lending activities of development banking in pre-reforms period. The 
CAGR stood at more than 20 percent in all cases except cooperative sector 
(9.91 percent) indicating the least growth of co-operative sector. The CV 
percent and SD had a normal growth indicating less variation between the 
yearly sanctioned amounts during the reviewed span of time. 
The post reform period lending activities of development banks 
witnessed avoidance of co-operative and joint sectors. The share of co-
operative sector showed the declining trend with 0.16 percent where the public 
sector made its potential growth with an average growth of 43 percent. The 
amount of sanctions in the year 1992 in cooperative sector was only Rs 128 
million which decreased to Rs 74 million in the year 2006-07. The amount of 
joint sector with Rs 909 million in 1992 increased to Rs 2734 million in 2006-
07. The table is very much pronounced about the negative growth of sanctions 
in private sector where it attracted an amount of Rs 26722 million in 1992 with 
a percentage share of 83.6 percent which decreased to 57.82 percent at the end 
of one and half decade i.e. in 2006-07.. The average sanction in private sectors 
in the post reform period is Rs 41239 million where the same in the public 
sector was only Rsl3890 million. Figure 7.2 presents the graphical presentation 
of the sector specific lending activities of development banks in post-
liberalisation regime. 
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The CAGR is registered at -4,50 percent, -8.99 percent and -0.64 
percent in private sector, joint and co-operative sector respectively indicating 
the downvv^ ard trend in sanctions other than pubhc sector'^ . The CV percent in 
co-operative sector (101 percent) is too high indicating the high decline in the 
said sector whereas the same is only 46 percent in private sector, 53 percent in 
joint sector and 61 percent in public sector. From the figure-7.2 the real picture 
of development finance in four sectors in post reforms period can be seen 
clearly that after 2000 the share of public and private sectors intersect in 2004-
05. While comparing the number of private firms and public firms the share of 
public sector is mindboggling. According to the socialist thinkers the reforms 
in India would adversely affect the welfare activities of the government and the 
role of government and public sector may decrease. But in the case of 
development finance it is just opposite and the importance of public sector was 
recognized by the development financial institutions in post liberalization 
regime. The reason for this may be attributed to the fact that the public sector 
utilities always go for traditional sources of finance whereas the private sector 
goes for diversified resources. 
The case of sanctions of development finance in pre-reforms period also 
registers the same trend but again it is discernible that only 1/3*^^ of the 
sanctions are getting fully disbursed. The case of public sector in disbursals is 
having the maximum advantage than the sanctions where the average 
percentage share of public sector in disbursements stood at 15.5 percent. The 
total amount disbursed among public sector undertakings in the year 1982 was 
only Rs. 286 million which has increased to Rs 2375 million at the end of the 
year 1991 registering an average growth of 32 percent. The same is found in 
case of private sector with Rs 1838 million in 1982 which increased to Rs 
12345 million in 1991 with an average of Rs 5311 million and a percentage 227 
share of 75 percent registering a growth of 21 percent during the referred 
period. The case of joint sector is much better than the cooperative sector that 
they availed of disbursement amounting to Rs 170 million in 1982 which 
reached to Rs 756 million in the year 1991-92 registering an average growth of 
16.32 percent and percentage share of the least 2.65 percent (Table 7.3). The 
CAGR accounts for 11.46 percent in co-operative sector, 1964 percent in 
public sector, 21 percent in joint sector and 23 percent in private sector 
highlighting the predominate share of private sector disbursements. The SD 
and CV percent in all the sectors are normal except the private sector which 
accounts for Rs 3395million with 63 percent (Table 7.3). 
The disbursement in post-reforms period also witnessed the downward 
trend in private sector financing. The deployment of other sources of finance 
after the economic liberalisation and capital market reforms enabled the private 
firms to avail of the cheep sources. The importance of development finance 
became restricted in few aspirants in this period under reference i.e. from 1982 
to 1991 (Table 7.4). The amount disbursed by the development financial 
institutions for private sector is Rs. 17951 million in the year 1992 which 
declined to Rs 14959 million in the year 2006-07 with an average growth of 
6.97 percent and a percentage share of 68 percent. The CAGR accounted for-
2.54 percent also indicating the aforementioned decline. The case of public 
sector is much better in the post reforms period which was only Rs 3446 
million in the beginning i.e. in 1992. It became almost equal to private sector 
with an amount of Rs 14652million in the year 2006-07 with a percentage 
share of 47 percent. The average disbursals for public sector is also more than 
expected with an amount of Rs 16692 million with a percentage share of 27 
percent registering an average growth of 81 percent. In funds disbursals the 
case of joint and cooperative sector has been almost neglected by the 
development banks in the post-reforms period under reference. 
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7.3. A Case Study of IDBI Ltd 
As stated in the previous chapter the role of IDBI in promotion of 
private as well as public sector enterprises cannot be neglected. The overall 
development finance activities in India are still regulated by IDBI as the apex 
development bank of India. The total activities of development financial 
institutions are regulated by IDBI since its establishment. The Researcher is of 
a view that, the study of development finance in India would not be completed 
without the separate case study of IDBI. Therefore the Researcher takes into 
consideration the same criteria for the case of IDBI as for sectoral lending 
activities. Other than the four sectors, the industrial development bank of India 
assured its priority for small and medium size businesses until the 
establishment of its own subsidiary i.e. SIDIBI. The contribution of IDBI for 
the promotion of SMEs in India since 1964 is considered under the head 
private sector. 
The sectoral lending activities of IDBI have given priority to the private 
sector since the beginning other than public sector. Sectoral advances 
sanctioned by IDBI in pre reforms period have been presented in table 7.5. 
Table throws light on the priorifies of IDBI since 1981. The bank had 
sanctioned Rs. 207 million for public sector in the year 1982 which increased 
up to Rsl359 million in the year 1991. The private sector sanctions for the 
same period increased from Rsl515 million to Rs 4294 million with an average 
percentage share of 72 percent. The average sanctions for the public sector 
amounted to Rs 811 million registering a growth of 27 percent whereas the 
same amounted to Rs 348 million with 69 percent, Rs 92 million with 6.42 
percent with Rs 3370 million and 12.71 percent in case of joint, co-operative 
and private sector sanctions respectively for the referred period. 
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The average percentage share of joint sector for the period under 
reference was only 7.76 percent where the case of cooperative sector is much 
poorer than all other sectors with an average share of 2.26 percent. The CAGR 
in case of co-operative sector accounts for the least 4.80 percent followed by 
the joint sector with 8.95 percent indicating the future trend in sanctions of 
IDBI. The same in case of private is 14 percent and public is 17 percent. In post 
reforms period of development finance the contribution of IDBI is showing a 
downward trend due to the establishment of SIDBI and IDFC as specialized the 
industrial development of the country. The IDBI is however, still playing the 
role of an apex development through its inter-institutional outflows to SIDBI 
and other financial institutions. 
Table-7.6 highlights the post liberalisation sanctions of IDBI clearly 
pronouncing that there is a mixed trend of development finance from IDBI in 
post-reforms period under reference. The total sectoral lending activities of 
IDBI in post reform emphasise the sanction to the private sector. The average 
percentage share of sanctions of IDBI for private sector for the said period is 
almost 80 percent. The case of IDBI in its lending activities is not much 
different from the total DFIs but an extra priority for private sector is seen 
evidently. The sanctions for private sectors amounted to Rs 20463 million 
registering an average growth of 3.28 percent and an average percentage share 
of 80 percent. The same in case of public sector sanctions of IDBI amounted to 
Rs 1989milion registering a growth and percentage share of 6.72 percent and 
14.21 percent respectively. The CAGR in case of private sector accounts for -
8.58 percent whereas it is -10 percent in public sector indicating the negative 
growth but positive share of private sector as against the overall sector specific 
lending activities of all India development banks is witnessed. 
The disbursals of development finance by the bank, in the pre-reforms 232 
period i.e. fi-om 1982 to 1991, according to the table-7.7, have also seemed to 
have been given much priority to the private sector. The case of public sector is 
having a considerable percentage share in disbursals. As the trend in sanctions 
of the development banks the importance of joint and cooperative sector has 
been found to have been educed in their disbursals. The disbursals in public 
sector in the year 1982 were only Rs 119 million which increased to Rsll06 
million at the end of 10 year i.e. in the year 1991. While the same in case of 
private sector for the said period was only Rs 1121 million in 1982 which 
increased to Rs3685million with an average percentage share of 73 percent. 
The CAGR of the both justify the growth in public sector than private sector 
disbursals i.e. 18.77 percent and 14 percent respectively. 
The post reform period of development finance disbursals of IDBI has 
witnessed the further shift from public sector to private sector. The private 
sector in the year 1991 has availed of an amount of Rs 5215 million which 
decreased to Rs 3313 million in the year 2006-07. But in percentage share 
comparison of total funds disbursed, it almost absorbed almost 90 percent. The 
case of public sector in the said period has also decreased from Rs 787 million 
to Rs 98million with an average percentage share of 13.06 percent during the 
period under reference. In disbursement of the funds of IDBI in post 
liberalisation regime, the joint sector and cooperative sector showed a slight 
difference than the sanctioned and at least the sanctioned amount was disbursed 
to those sectors without many discounts. The trend and pattern of development 
finance in India in pre and post liberalisation sectors, such as, private, public, 
joint and cooperative, have been discussed above. The actual amount 
sanctioned to a particular sector cannot be fully disbursed therefore the pattern 
of disbursement is also considered for the analysis of the lending activities in 
sectors. The total trend and individual case study is more or less the same. But 
little bit sectoral priorities are unidentifiable by the tabulated figures. 
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7.4. Testing of Hypothesis 
Following paragraphs deal with the testing of hypothesis in sector 
specific lending activities of all India development banks for the entire period 
of two and a half decades i.e. from 1982 to 2007. 
Hypothesis: - "The null hypothesis (Ho) presumes that the financial 
sector reforms is not having any significant impact on the sector wise 
(Private, Public, Joint, and Cooperative) lending activities of development 
banking. On the other hand, the alternative hypothesis (Hi) assumes that 
the impact of reforms is significant in case of sector wise lending activities 
of development banks during the referred time span". 
As in case of regional comparison of development finance the case of 
sectoral attraction of development finance too can be analyzed through the 
testing of significance in equality of means. According to the tables regarding 
the overall lending activities of development banks based on the sectoral 
classification, it has been found that the impact is much evident in all the 
segments of sectoral classification. The independent sample test of significance 
in equality of means of percentage shares of each sector has summarized in 
table-7.9. The case of sectoral sanctions is found to be significant at 5 percent 
level of significance in all the sectors except the private sector. The t-static of 
each segment is expectant enough to the approval of alternative hypothesis. 
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In case of sanctions the t-static (two-tail) of each segment i.e. public, 
joint and cooperative amounted to -2.184, 3..685, and 4.849 are significant at 5 
percent level of significance where as in the case of private sector a t-static of 
855 is insignificant up to 25 percent level of significance. The same is again 
approved by the independent sample test of disbursals where the private 
sector's percentage share is insignificant up to 25 percent. The other cases test 
of equality of means of public, joint and cooperative sector is significant at 5 
percent level of significance with t-static of-2.176, 3.571, and 6.304. As far as 
the independent sample test of significance is concerned the impact of financial 
sector reforms on sectoral selection of development finance is approved and 
therefore the Researcher fails in accepting the null hypothesis. The individual 
case of industrial development bank of India (appendices-11 and 12) also 
supports the sectoral impact of reforms on development financing in India. The 
basic reason behind the sectoral imbalances of development finance in post 
liberalisation regime is the changing business environment where the 
importance of priority sector has been redefined. The reforms initiated by the 
Narasimham committee"^  who recommended eliminating the existing priorities 
have influenced further lending activities of whole banking sector. The 
environment became much firiendly for public sector with high degree of 
operational efficiency with a strong support of capital market. The trends also 
indicate the impact of strengthened capital market where the debt and equity 
became much cheaper than the development finance. The total trends in 
lending activities of development banks envisaged a downward trend in post 
liberalisation regime where it was the last resort for sick and weak sectors 
influencing the sanctions and disbursements of development finance in the 
sectors. 
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7.5. Conclusion 
The overall lending activities of development banks witnessed a 
downward trend in post reforms period. Altogether the impact has materialized 
in case of sector wise sanctions and disbursals of development banks. Analysis 
of sectoral implication of development finance has shown the degree of 
changes in overall development finance for sector specific. 
The financial sector reforms and their implication to the secondary 
market development as well as other financial services have an indirect win 
over the traditional sources of finances and its segmental attraction. The 
development finance that is one of the traditional sources of finance has also 
diverted its sectoral selection. The analysis with regard to sectoral sanctions 
and disbursals of development finance in India in pre and post reforms period 
has approved the acceptance of alternative hypothesis which assumes the 
visibility of impact of financial sector reforms. The next chapter would enhance 
fiirther the scope of the study where the trend in industry wise lending activities 
would be analysed with special reference to IDBL Further it would classify the 
industrial segments into six categories according to the need and importance of 
the study. 
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CHAPTER-VIII 
IMPACT OF FINANCIAL SECTOR REFORMS ON 
INDUSTRY WISE LENDING ACTIVITIES OF 
ALL INDIA DEVELOPMENT BANKS 
8.1. Introduction 
The previous chapter was devoted to analyse the sector specific pattern 
and trends of development finance in India in pre and post reforms period with 
special reference to IDBI. The present chapter presenting analysis with regards 
to pattern and trends in the industry wise lending activities of development 
banks in India since 1981. The pre and post-reform period of development 
finance has witnessed the sanctions and disbursals of development banks 
categorized in deferent industrial concerns*'. 
To make incisive analysis of industry wise lending activities, the total 
segments of industries are divided into six as; Agri and Food, industrial 
(Manufacturing) Goods, Infrastructure, Consumer Goods, Health care and 
Allied Services, and Others. From the total sanctions of Development Banks 
the Researcher has made the categorization of six segments on the basis of the 
allied and related business. The Researcher is of a strong opinion that the six 
segments would include the whole business domain. Among the six categories 
all are important for the collective development of any economy and neglecting 
of any segment would be undesirable for the country especially developing 
countries like India. For the sake of analysis the six segments of the industrial 
classification are considered and the contribution of development finance for 
each segments is analysed for identifying the impact of financial sector reforms 
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* The industry wise classification is made by Researcher by combining the different categories of 
industries explained in the Report on Development Banking in India (IDBI) (various issues). 
8.2. Industry Wise Lending Activities: Analysis and Interpretation 
The pattern and trends in development finance for the last 25 years is 
divided into two consecutive periods which consist 10 years of pre-reforms 
period i.e. from 1982 to 1991 and remaining 15 years as post- reforms period 
i.e. from 1992 to 2007. 
The pre-reforms period of development finance in different industries is 
mostly focused on the traditional industrial (Manufacturing) goods followed by 
the infrastructure financing (table 8.1). Table indicates that the important 
aspects of development finance in pre-liberalisation period are divided into six 
industrial segments. The post independence period of development finance and 
the second five year plan was absolutely concerned about agricultural 
assistance which set the priority for agriculture in any lending activities of any 
commercial banks in India. But later on, the importance of agricultural 
financing was discouraged by the banks due to the high risk element and large 
Non Performing Assets (hereafter NPAs). Due to the natural calamities and 
high cost of cultivation, agriculture sector always ran in losses. The banks and 
financial institutions diverted their agricultural funds towards other segments. 
The Narasimham^ Committee report on Indian financial system recommended 
for dropping the priority sector and to redefine the priorities. 
Development banks in India reduced their priority for agriculture and 
Small Scale Industries (hereafter SSIs) sector in the yearly 1980s. Table 8.1 
presents statistics regarding industry wise lending activities of development 
banks in pre liberalisation. The total trend in industry wise sanctions in pre-
liberalisation gives a signal for the post liberalisation pattern of priority 
advances. The agricultural sector has availed of a credit of Rs 337 million in 
1982 with a percentage share of 10.6 percent which increased to Rs 1439 
million in the year 1991 with a declining trend in percentage share to 6.55 
percent. While in case of industrial (Manufacturing) goods the share has 
decreased. It is however seen that the growth stabilised at 31.77 percent on an 
average. The sector availed of a credit of Rs 1004 million in the year 1982 
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which increased to Rs 7651 milUon with an average percentage share of 35 
percent. 
Infrastructure development was considered to be the best segment for 
financing in pre-liberalisation period evidencing the maximum increase in the 
percentage share with an average of 20.28 percent which attracted sanction of 
only Rs 498 million in 1982. The sanctions increased to Rs 4808 million in the 
year 1992 registering an average growth of 28 percent. The sanctions for 
consumer goods amounted to Rs 559 million in 1982 which registered increase 
of Rs 3489 million in the year 1991 registering an average growth of 20 percent 
with a percentage share 13.79 indicating the least share after the agriculture. 
The sanctions to the health care services sector amounted to Rs 412 million in 
1982 which increased to Rs 2145million in the year 1991 with an average 
growth of 23 percent. The industrial segments have been found to be much 
rigid in their share. The CAGRs i.e. almost 20 percent in all the cases show the 
least difference in total trend even if there are discriminatory flows in 
sanctions. The SD and CV percent are seen moderate in all the cases indicating 
the same variations for the entire period under reference. Figure 8.1 has a 
graphic representation of industry wise sanctions for the entire period under 
reference. 
The trend is more prono8unced in post reforms period the impact of 
reform has made the breakthrough in agriculture sector, consumer goods and 
traditional industrial (Manufacturing) sectors including SSIs (table-8.2). The 
case of agricultural finance as pointed out by the Narasimham Committee has 
been reduced to 2.41 percent with an average percentage share of 4.54 percent 
which availed sanction to the time of Rs 2060million in the year 1992. It 
declined to Rs 1087 million in the year 2007 registering an average growth of 
only 3.58 percent and the percentage share of 4.54 percent. The case of 
consumer goods have also showed the decline in the percentage share which 
accounted for 6.95 percent registering a negative growth of 0.75 percent. 
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The industrial goods registered sanction of Rs 11278 million in the year 
1992 which plummeted to Rs 6068 million in the year 2007 registering an 
average growth of only 0.53 percent. The health care and other segments have 
made a stable growth after the infrastructure financing with a CAGR of 3.52 
percent, 0.99 percent and 6.53 percent respectively during the period under 
reference. The positive CAGR in case of infrastructure shows that the total 
development finance had a maintained a normal growth only due to 
infrastructure in which the role of IDFC is much evident. Figure 8.2 presents the 
graphic representation of development finance in post-reforms period i.e. from 
1992 to 2007. 
In case of disbursals of development funds among the various industrial 
segments the same trend as that of sanctions has been found. The utilisation rate 
of sanctioned fiinds by industries has however been dismal. The case of 
agricultural finance in pre-liberalisation regime has maintained its share since 
the beginning of the entire period under reference. The same trend has been 
found out in case of the agricultural advances from development banks. 
Agriculture advances have increased from Rs 196 million in 1982 to Rs 1395 
million at the end of ten year period of pre liberalisation i.e. in the year 1991 
registering an average growth of 24 percent and a percentage share of 8.78 
percent (table-8.3). The industrial goods have also maintained the stability of 
growth with maximum percentage share for the entire period. It has achieved a 
disbursal of Rs712 million in the year 1982 which increased to Rs5728million at 
the end of the period under reference. 
The case of infrastructure has availed the maximum benefit of disbursal 
of sanctions with the highest average growth rate of 26 percent which amounted 
to Rs 348million in the year 1982 and increased to Rs 3014million at the end of 
the period under reference. The growth rate in case of infrastructure ranged 
between 14.79 percent to 20.69 percent for the whole period under reference 
with an average percentage share of 20.6 percent. . The case of only consumer 
goods had the poor performance in growth with only 15.06 percent. The CAGR 
in all the cases except the consumer goods is more than 22 percent showing the 
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healthy portfolio in industry wise disbursals of funds but with less utilisation rate 
of sanctions for the whole period under reference. The post reforms disbursals of 
development finance had its further decline in every segment where the 
agricultural finance availed the least share of disbursals. The cases of industrial 
goods and consumer goods along with others have had the negative growth 
which resulted in total downfall of overall development finance. 
Table-8.4 has revealed the pattern of disbursals in post-reforms period. 
Table indicates that the share of agricultural disbursals decreased from 7.33 
percent to 4.79 percent in the entire period under reference i.e. from 1992 to 
2007. The case of consumer goods and industrial goods is also not much 
different in its disbursals registering the downward trend in disbursement which 
amounted to Rs 2849 million in the year 1992. It decreased to Rsl270 million in 
2006-07 registering a least average growth of 0.15 percent with an average 
percentage share of only 8 percent. In fine, the post reforms period of 
development finance has had impact on lending of these segments where the real 
benefit has been availed of by the infrastructure fimds that too due to the 
importance emphasised for infrastructure development after the setting up of 
Infrastructure Development Financial Corporation (henceforth IDFC) in 1997. 
The CAGR of agriculture accounts for -8.64, industrial goods accounts for -.5.56 
and consumer goods accounts for -9.79 indicating the negative impact of these 
sectors whereas the same in case of infrastructure, health care and others hold for 
the better performance in disbursals of development finance. The SD and CV 
percent in all the sectors are moderate which point out the shift of disbursals 
without much variation. The basic reason attributed for this shift in industrial 
sanctions is that of elimination of priority sector lending by the government of 
India. Also the total trend in sanctions and disbursements of development 
finance after liberalisation has influenced the pattern of development finance in 
the same period. The emergence of new infrastructure needs and projects for 
global competitiveness has had influence on the promotion of infrastructure 
fiinding in post liberalisation regime. 252 
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8.3. A Case Study of IDBI Ltd. 
The IDBI, the apex development bank of India and the regulator of 
development finance in India since 1964 had vital role to play in promotion of 
entrepreneurship development in India. The case of IDBI would not be much 
different because almost 50 percent of the total development finance is 
resourced by the industrial development bank of India. The remaining is 
regulated by the bank through inter institutional inflows and outflows. 
Industrial development bank of India since 1964 has managed the funding of 
development banks for the entire six industrial segments considered by the 
Researcher. The Researcher is of a strong opinion that the case of IDBI would 
cover more than 60 percent of the managed funds in industry specific 
development finance. 
The pre-reforms sanctions of development finance show the pattern that 
the agriculture, as in case of total development financial institutions has been 
neglected by the IDBI (table-8.5).. The infi^ astructure has made the maximum 
growth in the entire period under study. The case of consumer goods is much 
poorer than the agriculture. The average percentage shares of healthcare and 
allied and other sector have had stability in growth with 11.58 percent and 13.2 
percent respectively. The average percentage share of the said industrial 
segments accounts for 9.36 percent, 31.77 percent, 20 percent, 13 percent and 
13.2 percent respectively in agriculture, industrial goods, infi-astructure, 
consumer goods, healthcare and allied, and others during the referred span of 
time. On a whole the trend is much evident that the infrastructure and industrial 
goods have shown the maximum growth and percentage share. The CAGR also 
supports the same argument which accounts for 14.60 percent, 20.07 percent, 
17.32 percent, 16.85 percent, 18.48 percent and 20.64 percent in agriculture, 
industrial goods, infrastructure, consumer goods, healthcare and allied, and 
others respectively during the period under reference. 
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Sanctions in post reform period had the industrial portfolio which shows 
that the share of agriculture became much poorer than other sectors whereas it 
is maximum contributor towards the employment and 26 percent of GDP 
growth. Table 8.6 regarding the industrial portfolio of development finance in 
post liberalisation regime presents the proposed pattern of development 
finance. From the table it has been found out that IDBI has sanctioned Rs 611 
million for the agriculture in 1992 which decreased to Rs 130.72 million in the 
year 2007-registering an average annual grov^h of -0.41 percent and a 
percentage share of only 4.54 percent. The case of industrial goods in the same 
period has decreased from 36 percent to 26 percent in its total percentage share 
amounting to Rs llSOmillion in 1992 and Rsl38 million 2006-07. 
Infrastructure has had the maximum benefit through institutionalisation of 
Infrastructure Development Funds by establishment of IDFC in 1997. The 
sector availed of a credit of Rs 1609 million in the year 1992 which increased to 
Rs 2829million in 2006-07. The CAGR in all the cases had a negative trend 
highlighting the poor sanctions in consumer goods and agriculture. 
The case of disbursals of IDBI in pre-reform period has had the 
similarity with sanctions without much increment in utilisation rate. The 
agriculture had its stable growth in funding of development finance with an 
average percentage share of 8.78 percent where the case of consumer goods 
had its loss of 12 percent in its percentage share with an average percentage 
share of 15.06 percent. In industrial goods the development finance had the 
maximum share with 30.14 percent with a stable growth and a CAGR of 20.81 
percent where the healthcare and others had a positive CAGR and stability in 
growth showing an average percentage share of 13.3 percent and 12.12 percent 
respectively for the period under reference. 
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The IDBI also had pessimistic disbursals of development finance which 
ultimately affected the industry specific disbursals. Agriculture and consumer 
goods had the least share in total disbursements of IDBI which accounts for 
4.79 percent and 8.14 percent respectively. Table 8.8 regarding the same has 
pointed out that among the six segments of industrial classifications 
infrastructure financing has performed. tremendously satisfactory with 
government support and through establishment of IDFC in 1997. The average 
percentage share of each segment i.e. in industrial goods, infrastructure, health 
care and allied and finally others is 24.71 percent, 31.95 percent, 7.14 percent 
and 13.28 percent respectively. The trend in development finance in the said 
industrial portfolios had the impact of financial sector reforms at its first 
instance. The statistical analysis is much pronounced about the implication of 
the reforms in the development banking in India especially in industry wise 
advances. The Researcher is observes that the impact of the flow of funds from 
one to another is in inconsistent proportions. It becomes very difficult without 
any application of statistical tools on the tabulated data to find clear-cut impact. 
8.4. Testing of Hypothesis 
The following paragraphs deal with the test of hypothesis in industry 
specific lending activities of development banks in pre and post reforms period. 
Hypothesis: - "The null hypothesis (Hg) presumes that the financial 
sector reforms are not having any significant impact on the industry wise 
(Agriculture and Food, Industrial goods, Infrastructure, Consumer goods, 
Health care and allied and Others) lending activities of development 
banking since financial liberalisation. On the other hand, the alternative 
hypothesis (H]) assumes that the impact of reforms is significant in case of 
industry wise lending activities of development banks". 26i 
The industry wise sanctions and disbursement of development banks in 
pre and post reforms has been tabulated above on the whole. The individual 
case of IDBI has also been described separately to fmd out the impact of 
financial liberalisation in industrial selection of development banks. Basically 
the classification of the total industries would cover the whole industrial 
segment where the development banks have made their deployment of funds on 
the basis of priority. The simple statistics, such as, CAGR, Standard deviation, 
Coefficient of variance percentage, and means have pointed out that the impact 
is visible and pronounced. However the avoidance of agriculture and consumer 
goods are much pronounced by the analysis and the shift of total sanctions and 
disbursals is also visible from the tabular analysis. However to fmd out the 
degree of impact on the industrial attraction of development finance it should 
be tested through the test of significance of variation between the means of 
both periods. The independence sample test of significance of mean deviation 
in sanctions of development banks in pre and post reforms period has been 
described in table 8.8. 
According to table 8.8 the t-static of sanctions in each industrial segment 
is significant at 5 percent level of significance except the others which is 
insignificant up to 68 percent. The t-static (two-tailed) of sanctions i.e. 5.442, 
2.025, -3.435, 4.971, -1.936, -2.321, of each industrial concern i.e. Agri-Food, 
industrial goods. Infrastructure, consumer goods, health care and allied are 
significant at 5 percent level of significance where the others has a t-static of 
0.409 which is significant only at level more than 68 percent. Among the 
segments the cases of all instable industries are having the negative impact 
where the case of infrastructure shows the positive impact as compared to other 
industrial segments for the period under reference. 
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On the other hand, table-8.9 furnishes statistics as regards the 
significance of equality of means among the industry wise disbursals. The 
analysis supports the acceptance of alternative hypothesis where the impact of 
reforms on industrial lending activities is assumed. The individual case of IDBI 
(Appendices-13 and 14) is also having the same result where the acceptance of 
alternative hypothesis is justified. On the whole, from tables-8.8 and 8.9 as 
regards the independent sample test of significance of mean differences, the 
industry specific lending activities are found to be impacted and the Researcher 
is failed to observe the acceptance of null hypothesis. The basic reasons are the 
industrial imbalance of development finance especially the elimination of 
priority in case of agricuhure and small scale industries. As stated in the last 
chapter the recommendation of Narasimham committee on priority sector 
lending has also influenced the industrial selection of the development finance. 
Agriculture and food industries in India are considered to be a loss 
making sector but 1/3'^ '' of employment is being generated by this industry. The 
banks and financial institutions always take care of agricultural finance where 
the maximum numbers of illiterates are the beneficiaries. The government 
policies regarding agricultural lending without any vision in pre-liberalisation 
period encouraged the farmers to avail the maximum credit from banks which 
consequently led to increase in high volume of NPAs. The government's 
announcements of writing off the agricultural debts from time to time for 
temporary political benefits resulted in increment in banks assets without 
performance. The positive impact in case of infrastructure has been witnessed 
due to the emergence of new service sector and institutionalisation of 
infrastructure. The establishment of special infrastructure funds further 
increased the scope of infrastructure other than the five segments where the 
infrastructure development was the responsibility of government now 
transferred to the institutions. However the impact of financial sector reforms is 
significant in case of industry wise sanctions and disbursements. 
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8.5. Conclusion 
The impact of financial sector refomis on industry wise development 
finance in India is much evident after liberaHsation. The post-HberaHsation 
globalisation regime has also witnessed a shift in the industrial sanctions and 
disbursals of development finance. The analysis of statistics pertaining to test 
of significance in pre and post reforms period has also supported the 
acceptance of assumption of significant impact on industrial selection of 
development finance. The various factors, such as, elimination of priority 
sectors and risk elements of agriculture financing have although adversely 
affected the sanctions and disbursals for the sectors. The positive trend of 
infrastructural financing is a result of institutionalisation of infrastructure 
development and setting up of the Infrastructure Corporations for global 
competiveness. The succeeding chapter would analyse the component and 
purpose wise lending activities of development banks in India with a case study 
oflDBI. 
8.6. References 
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CHAPTER-IX 
IMPACT OF FINANCIAL SECTOR REFORMS ON 
PURPOSE AND COMPONENT WISE LENDING ACTIVITIES OF 
ALL INDIA DEVELOPMENT BANKS 
9.1. Introduction 
The previous chapter has presented a descriptive analysis on industry 
wise lending activities of development banks in India in pre and post 
liberalisation. The present chapter shows the impact of reforms on purpose and 
component wise lending activities of development finance in the last one and a 
half decades. One of the major intentions for the establishment of development 
financial institutions was to promote entrepreneurship development in India. 
Since independence the development financial institutions have been providing 
the funds for entrepreneurship development as well as for expansions and 
modernization programs. Purpose and component or scheme wise lending is 
considered as the two important aspects of development finance in India. 
In purpose wise analysis of lending activities of development banking 
the Researcher has divided the whole into five categories: New and Start-ups, 
Expansion and Diversification, Modernization and Rehabilitation, 
Supplementary and finally others. Among the five, the new and start-ups 
financing is very important for entrepreneurial growth and development of any 
economy. The assistance for start-up and new is concerned about the sanctions 
for the new establishments and funding for entrepreneurship. The development 
banks in India as per the recommendation of RH Bhatt' Committee (1973) have 
set their priority for entrepreneurship development and growth of SMEs. In 
1989 when the World Bank report recommended the institutionalization of 
risk capital or venture capital, the development banks took initiafion to set up 
venture capital companies resort to direct funding. Such direct and indirect 
assistances are considered under the head of New and Start-ups. 
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The expansions and diversification is concerned about the assistance 
sanctioned by the banks to the existing firms and companies for the expansion 
and diversification of their business. In most of the cases after the promotion of 
a firm by equities, it prefers for debt capital either from secondary market or by 
long-term loans for getting the advantage of trading on equities. Such long-
term and short-term assistances are considered under the head of expansion. 
The modernization and rehabilitation is considered separately for the analysis 
purpose. The modernization is a head of expansion when the company 
diversifies its business and needs further funds for taking the advantages of 
market trends. Rehabilitation is funding of sick industries for revival of the 
business after fresh coast benefit analysis. The supplementary funding is 
assistance for supplementary needs of any firm. 
The component wise assistances is classified into either by rupee loan, 
foreign currency loans and subscription and underwriting of shares or bonds or 
by the direct assistances, indirect assistances and subscription of securities. The 
development banks are considered to be special due to their specialized lending 
activities. After restructuring of secondary market in post-liberalisation era of 
the economy, the development banks are concerned about the secondary 
market activities other than primary lending activities. The Researcher makes 
an earnest attempt to find out the impact of liberalisation on purpose wise as 
well as the component wise portfolios of the development finance. The 
changing scenario of business environment after liberalisation compelled the 
banks to adopt themselves according to the changing needs of business. The 
following paragraphs present an incisive analysis with regards to purpose wise 
assistances provided by the development banks. 
9.2. Purpose Wise Lending Activities of AIDBs: Analysis and 
Interpretations 
The development financial institutions in India since their establishment 
have set the objective of industrial promotion and development. Table and 
figures regarding purpose wise lending activities are showing the shift of 
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development finance from new and start-ups to expansion and supplementary 
funding. Table 9.1 regarding the pre-reforms period purpose wise lending 
activities of development banks in India has revealed that among the purposes 
the importance of start-ups and new establishments is plummeting. Along with 
the total growth in sanctions of development banks in pre-reforms period the 
share of all the segments have increased from its position of 1982. From the 
table it is crystal clear that the average percentage shares of new and start-ups 
has the maximum (41 percent) with a sanction of Rs 609 million in 1982 which 
increased to Rs 6216 million at the end of the referred period. The average 
sanction of the said segments amounted to Rs 3236 million registering an 
average growth of 30.36 percent. The case of expansion and diversification 
funding is also having considerable portion of 20.82 percent on an average 
sanction of Rs2026million registering a growth of 47 percent. Table also points 
out that the status of modernization and supplementary funding has had the 
manageable share of the total assistance with more than Rs 800 million on an 
average. The percentage share of the modernisation purpose ids 16.88 percent 
whereas it is 14.74 percent in supplementary finance for the period under 
reference. 
The CAGR of expansion and diversification accounts for 47 percent 
with the highest percentage growth whereas the same in start-ups and new 
accounts for 31 percent. The modernization and rehabilitation have also good 
proportionate growth in which the CAGR accounts for 32 percent whereas the 
supplementary finance had only 18 percent with the least growth for the entire 
referred period. Other statistics, such as, SD and CV percent present more or 
less the same pattern of variation indicating a normal growth in all the 
segments of purposes in the referred span of time. The case of new and start-
ups was more important in the initial years. The reforms have resulted in the 
shift of funds towards expansion and modernization which is presented in 
table-9.2. 
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The post reform period for purpose wise lending activities of 
development banks in India has a shift from the new and start-ups to the 
supplementary funding of existing firm. The major reason behind the shift is 
the risk factor of start-up lending and the high degree of operational flexibility 
and autonomy given to the development banks in post reforms period. The 
financial sector reforms have its impact on the development banks in reducing 
the government control over the banks and transformation to the regulatory role 
from the administrative role. The high degree of operational flexibility and 
internal autonomy compelled the bank to face competition from the 
commercial banks and also to reduce the risky investments. The selection of 
shortcuts for making profit resulted in reducing the risk elements and that too 
influenced the funding for new and start-ups. The shift of development funds 
from start-ups to supplementary and modernization has made the bank capable 
of facing the competition. 
The post reforms sanction in case of new and start-ups increased from 
Rs7285 million in 1992 to Rs8729 million in the year 2006-07 registering an 
average growth and percentage share of only 17 percent and 25 percent 
respectively. The average sanctions to the start-ups amounted to Rs 
13577million for the referred period. The case of supplementary and others 
funding increased from Rsl312 million and Rs7735million in 1992 to 
Rs5786million and Rs 15389 million in 2006-07 with an average percentage 
share of 8.6 percent and 37 percent respectively. It indicates the shift of the 
lending from the new and start-ups to secondary activities. The shift in the 
funding is very clear from the decline in the percentage share of all the 
segments except others and supplementary. Nevertheless it increased to a 
considerable proportion. The case of expansion and modernisation which 
availed a sanction of Rsll494million and Rs3138million respectively had an 
average percentage of 23 percent and 5.8 percent during the period under 
reference. 
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The CAGR of supplementary and others indicate the maximum 
compound growth in these segments with 12.9 percent and 4.9 percent 
respectively. Even the total sanctions of all India development banks had the 
negative growth. The CAGR of the other segments i.e. start-ups, expansion, 
and modernisation had the negative growth accounted for -4.8 percent, -2.9 
percent and -9.3 percent respectively. Also the SD and CV percent justify the 
high growth in supplementary and other purposes. (Table-9.2) 
9.3. Component Wise Lending Activities of AIDBs: 
Analysis and Interpretations 
Like the case of purpose wise sanctions, the shift in component wise 
sanctions is also visible. The major heads of components of development 
finance by the development banks in India in pre and post reforms regime have 
been fiimished in tables 9.3 and 9.4. The Researcher has made the 
categorization of development finance into Rupee loan, foreign currency loan, 
and supplementary subscription and underwriting activities. Table 9.3 
regarding the financing activities of development banks on the basis of 
components in pre-liberalisation period indicates that the traditional methods of 
financing acfivities are reducing. The importance of traditional rupee loan has 
been reduced year by year. From the table it is discernible that the percentage 
share of rupee loan is 84 percent in the year 1982 amounting to Rs2454million 
which decreased to 57 percent in the year 1991 amounting to RsSOlOmillion. 
The average sancfions for the rupee assistance amounted to Rs6862million 
registering an average growth of 15.37 percent. On the other hand, the 
sanctions to the subscription related financing amounted to Rs313million in the 
year 1982 which increased to Rs4415million at the end of the referred period 
i.e. in 1991 registering an average growth of 33 percent and a percentage share 
of 16 percent. In case of foreign currency loans the development banks 
sanctioned an amount of Rs 131 million in the year 1982 which decreased to 
Rsl553million in the year 1991 registering an average growth of 43 percent 274 
and percentage share of 8.7 percent. The average sanctions for the Foreign 
Currency Loan (FCL) and subscription related assistance amounted to 
Rs942million and Rsl593million respectively for the period under reference. 
The CAGR of all the segments i.e. rupee loan, FCL, and subscription 
related assistance accounted for 19.35 percent and 33.89 percent and 27.53 
percent respectively indicating the high growth of FCL and subscription related 
sanctions. The SD £ind CV percent had a moderate result in all the segments 
indicating the least variation. The post reforms period of component wise 
sanctions has witnessed further shift from the traditional mode to 
supplementary activities, such as, subscription of securities and guarantees. But 
the trend in the shift of sanctions is not at all pronounced from the tabular 
analysis due to the high variation between the components. In the initial years 
of post-liberalisation the shift of component wise sanctions were very clear. 
Later the establishment of wholly owned subsidiaries by the development 
banks for specific purposes reduced the direct sanctions of development banks 
in subscription related lending activities. 
Table-9.4 has furnished data as regards the component wise sanctions of 
development banks in post-reforms period under reference. From table it is 
very clear that the rupee loan has increased from Rs9072 million to Rs20429 
million within the referred 15 years with an increase in percentage share of 
46.62 percent to 73.55. The rupee loan sanctions have also showed the positive 
growth in its CAGR with 2.25 percent where the supplementary and FC loans 
had a negative growth i.e. -7.25 and 13.14 percent respectively. The cases 
became more sensitive due to the decline in the overall sanctions from the 
development banks and much more venture companies were found out and also 
the importance of development finance restricted to the traditional jobs. The 
average sanctions for each components amounted to Rs20687million, 
Rs3547million and Rsl2559million respectively registering an average growth 
of 18 percent, 16 percent and 11 percent during the reviewed period. 
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9.4. The Case of IDBI Ltd. 
The purpose and component wise total lending activities of development 
financial institutions have been critically examined to determine the impact of 
financial sector reforms during the post liberalisation regime. It is to be noted 
that among the development banks the IDBI, the apex development bank of 
India, has the major role in leading and regulating development banking 
business. Therefore the Researcher is of opinion that without the case study of 
IDBI the analysis would be incomplete. The Researcher has taken into 
consideration the purpose wise and scheme wise sanctions of EDBI in pre and 
post reforms for critical analysis of the impact of financial sector reforms. 
The data with regards to development finance of IDBI sanctioned in pre-
liberalisation are set out in table 9.5. Table is much pronounced about the 
trends in purpose wise sanctions made by IDBI in pre-liberalisation period 
considering its shifting pattern. The Industrial development bank of India is 
much better among the development banks in funding of new businesses. The 
average percentage share of new and start-ups was more than 50 percent 
whereas the case of expansion and modernization had a combined share of 42 
percent with an equal percentage portion. The average sanctions of IDBI for 
the said purposes amounted to Rs 1909 million, Rs 1263 million, Rs 1142m 
and Rs 435 million for new and start-ups, expansion, modernisation and 
supplementary purposes respectively during the referred period.. 
The CAGR of expansion and modernization with 64 percent and 58 
percent respectively is indicating the upward trends in sanctions whereas the 
same accounts for 34 percent in case of new and start-ups. In pre-liberalisation 
regime the supplementary sanctions played nominal role in the total lending 
activities of IDBI in which the bank made an average sanction of Rs435millon 
which is only 6.9 percent of the total. 
The post-liberalization sanctions of IDBI for different purposes of the 
industrial concerns has a shift fi-om the new and start-ups to the supplementary 
27S 
and other secondary market oriented purposes as in case of all India 
development banks. From table 9.6 it is very clear that IDBI has made its shift 
of sanctions from new and start-ups to supplementary need of the businesses in 
which the average percentage share of supplementary increased from 6 percent 
of pre-liberalisation to 35 percent in post liberalisation period under reference. 
The IDBI registers an average sanction of Rs 5113 million for the 
supplementary needs registering an average growth of 27 percent. The same is 
only Rs 6222 million in case of new and start-ups registering a growth of only 
7.42 percent which accounts for 30 percent of the total IDBI sanctions in the 
referred period. 
The CAGR in all the purposes had a negative growth i.e. -18.68 percent, 
-18 percent, -17.74 percent and -5.54 percent in new and start-ups, expansion, 
modernisation, and supplementary purposes respectively indicating a 
proportionate performance of supplementary sanctions of IDBI. The SD and 
CV percent also justify the least variation among the segments of purposes 
during the reviewed span of time. 
The scheme wise assistance sanctioned by the bank has been classified 
into direct, indirect and subscription and underwriting of shares. Among the 
three schemes of the development finance. Direct Assistance is much popular 
than Indirect Assistance among the industries. IDBI has played a vital role in 
indirect lending activities of development banks in pre reform period and after 
the introduction of reforms process the bank got itself involved in the 
secondary market operations. 
Table 9.7 presents data regarding the scheme wise lending activities of 
IDBI in pre-liberalisation period. It is discernible from table that there is 
downward trend in indirect finance and an upward trend in direct finance and 
supplementary market operations. The percentage share of indirect finance in 
year 1982 was 73 percent amounting to Rs 1455 million whereas the same in 
case of direct assistance was only 25 percent amounfing Rs 516 million. In the 
year 1991 the direct assistance increased to Rs 3257 million registering an 
average growth of 24 percent whereas the same in indirect assistance amounted 
279 
to Rs3824million inl991 registering an average growth of 7.78 percent. The 
changing pattern of scheme wise assistances increased the role of direct finance 
more than that of indirect assistance in later years with an average percentage 
share of 35 percent and 53 percent respectively. The importance of secondary 
market operations of IDBI has also improved simultaneously; it increased from 
0.79 percent to 14.53 percent at the end of the period i.e. in 1991 with an 
average of 11.03 percent. 
The CAGR accounts for 24 percent, 6.95 percent and 55.27 percent 
respectively in direct, indirect and subscription related sanctions indicating the 
future trend of growth potential in supplementary sanctions. The SD and CV 
percent are also very high in case of supplementary subscription related 
sanctions which amounted to 2086 and 211 percent. 
The scheme wise sanctions in post-liberalisation witnessed the 
continuous hike in secondary market operations of IDBI other than the 
traditional lending activities. Table 9.8 furnishes data regarding the scheme 
wise sanctions of IDBI in post reform period indicating that the importance of 
secondary market operations, such as, underwriting of shares and debentures, 
guarantees and subscription of securities has proven priority in the initial years 
of post reforms. Later on, the setting up of Asset Management Companies 
(AMCs) and owned mutual funds by the IDBI, other development banks, other 
private institutions and the entry of foreign players, the bank itself restricted the 
scope of underwriting and allied sanctions. From the table it has been 
summarized that the importance of direct assistance increased where the 
indirect assistance has declined from its previous status. The whole sale trend 
from the table is crystal clear that the supplementary sanctions had the 
maximum growth in the initial years of post reforms period i.e. from 1992 to 
2007 which later accounted for a percentage share of 15 percent with an 
average sanction of Rs 2709 million. The pattern is much evident in case of 
direct assistance with an amount of Rs 10343 million on an average registering 
an average growth of 6.52 and a percentage share of 77 percent during the 
period under reference. 
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From the growth rate statistics, i.e. CAGR of the three segments are 
found to negative, even though the CAGR of direct assistance has icept the 
stability in its growth rate with -4.7 percent whereas the same accounted for -15 
percent and -18 percent in cases of indirect and subscription related activities. 
(Table-9.7) 
From the tabular analysis regarding the purpose and component or 
scheme wise lending activities of development banks in India in pre and post 
liberalisation regime it is discernible that there is a mixed impact of the 
liberalisation on development finance. The total trend in all the development 
banks and the case of EDBI has also the similarity in their purpose and scheme 
wise sanctions. . However the pattern of development finance in India for the 
last 25 years has been analysed but it is nevertheless not clear. 
9.5. Testing of Hypothesis 
The following paragraphs deal with the test of hypothesis in purpose and 
component wise lending activities for the entire 25 years period under 
reference. 
Hypothesis: - "The null hypothesis (Ho) assumes that the financial 
sector reforms are not having significant impact on purpose (new and 
start-ups, expansion and diversification, modernization and rehabilitation, 
supplementary and others) and component wise (Rupee assistance, 
Foreign Currency loan, and Underwriting and subscription of scurrilities) 
lending activities of development banks. On the other hand, the alternative 
hypothesis (Hi) assumes that the impact of reforms is significant in case of 
purpose and component wise lending activities of development banks". 
Both the purpose and component wise assistance are being analyzed by 
the Researcher in a single hypothesis. To test the significance of impact of 
financial liberalization on purpose wise as well as on the component wise 
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sanctions independent sample test of significance of equality of means has been 
used. The test assumes the equality of means of pre and post reform period in 
terms of purpose and component wise sanctions of development finance. 
Table-9.9 summarizes the test of significance in purposes of 
development finance where the assumption is significant at 5 percent level of 
significance in case of all segments of purposes of development finance except 
the case of expansion and diversification finance. The results are case sensitive 
in terms of purpose wise sanctions of development finance where the t-statistic 
of new and start-ups, diversification, modernization and rehabilitation, 
supplementary and others are 5.392, 10.221, 2.459, -6.815 respectively. The 
assumption of impact is significant in all the cases. In the case of other and 
miscellaneous the impact is much visible in positive manner. While on other 
hand, the case of component wise divided on the basis of components, such as, 
rupee loan, foreign currency loan, and underwriting and subscription of 
securities, financial sector reforms have major impact on institutional 
development of Indian economy especially after 1991. The major triumph of 
financial liberalisation is the well structured and strengthened capital and 
financial market. Among the components the underwriting and subscription 
was not important in pre-liberalisation period but it emerged as one of the 
important financial services in the wake of financial liberalisation. Component 
wise sanctions showed a shift from traditional funding to the modem format. 
The objective of component wise sanctions is to find how far the changes in 
format of financial services affected in the development financing in India 
since liberalisation. 
The case of component wise sanctions of development financial 
institutions has a significant change in the pre and post reforms period. The t-
statistic justifies the assumption of impact of reforms on the above said purpose 
wise sanctions (Table-9.9). ,^ ,^ 
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The t-statistics in case of each purpose i.e. 3.781 and -5.118 of rupee 
loan and underwriting and subscription are significant at 5 percent level of 
significance whereas the case of foreign currency loan is insignificant up to 95 
percent level with a t-value of 0.053. The individual case of Industrial 
development banks of India (Appendices-18 and 19) is also in support of 
alternative hypothesis where the impact of reforms is assumed as significant. 
However null hypothesis in component and purpose wise lending activities as a 
whole is rejected. 
The major reasons for the positive impact of subscription related 
funding of development banks is changes in the format of financial services in 
which the development banks played the major role up to the setting up of their 
own subsidiaries with sector specific objectives. The overall lending activities 
of development banks have a diminishing trend as critically examined in 
chapter five. The purpose and component wise analysis of development banks 
throws a light on the reasons for the negative trend in overall lending activities. 
The post liberalisation globalization regime has witnessed a series of reforms in 
financial sector where all the development banks seem to have diversified their 
business domain with high degree of efficiency. A large share of their funds 
have been diverted to the promotion of further institutional building to cater to 
the needs of institutionalizing the economic development and to survive in the 
competitive market without government support. 
9.6. Conclusion 
The chapter regarding the component and purpose wise lending 
activities of development banking has analyzed that the degree of changes in 
the purpose and component wise sanctions was due to the changes in the 
format of financial market in the wake of liberalisation. The analysis supports 
the diversion of funds of development banks from one segment to another. The 
emergence of new services, well organized secondary market compelled the 
development banks to take part in its operations. The entry of development 
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banks in secondary market to avail the cheep sources of funds prepared the 
development banks to take the maximum benefit of the competition with the 
existing capacity by introduction of new services and promotion of owned 
subsidiaries. Furthermore the banks became corporatized and have gone for 
their initial public offers which reduced the interest of the government in those 
financial institutions. The second generation reforms prepared the banks to 
transform into fully devoted commercial banking or non banking financial 
corporation that has further influenced the businesses of the development 
banks, the result is pronounced by the purpose and component wise sanctions 
through visualization of its positive trends in supplementary and secondary 
market operations. The next chapter is based on the summary of conclusions 
and the major findings of the study along with suggestions and 
recommendations. 
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CHAPTER-X 
SUMMARY OF CONCLUSIONS, FINDING, SUGGESTIONS 
AND RECOMMENDATIONS 
10.1 Introduction 
In the entire analytical study in the preceding chapters different 
dimensions of activities of development banks with a comparison of the pre 
and post liberalisation performance have been presented. The impact of 
reforms on different sectors, regions, industries, component and purpose wise 
lending has been presented in general and IDBI in particular. The present 
chapter comes out with the summary of conclusions along with the major 
findings petered out through study. The suggestions and recommendations have 
also been offered with direction for future researches. 
10.2 Summary of Conclusions 
The pre-liberalisation of hidian economy has witnessed the strong 
government restriction and control over the financial institutions and the 
markets, lending and credit programmes and other financial services. The 
strong government control over the financial sector resulted in lacking the 
market efficiency and global competitiveness. The financial institutions within 
the country restricted their span of competifions among themselves due to this 
government interference which caused highly segmented financial markets. 
The need for a policy change from the existing format became much 
stronger and a policy shift was proposed by many reports and researches. In 
wake of balance of payment crisis of Indian economy in early 1990s followed 
by the East Asian economic depression, the government of India went for 
liberalizing the market. Immediately after industrial liberalisation the 
government took further step to for a systematic shift from the existing 
automated system with greater reliance upon market forces. 
292 
The mode of reforms that India adopted and incorporated since 1991 has 
been very much different from most other emerging market economies. It has 
been measured, gradual, cautious, and steady process. The subject matter is 
very clear that reforms in the financial sector and monetary policy framework 
have been a key component of the overall reforms that provided the foundation 
of an increased price and financial stability. The reforms have been well 
sequenced in these sectors, considering the state of the markets in the various 
segments. The basic motto behind the financial sector reforms in India 
enhanced in the year 1991 was to contribute greater measure to stimulate 
growth through creation of an efficient, competitive and stable financial sector. 
Financial sector reforms in India targeted a complete revival of the banking 
system which was in a dilemma of strong government control. Further to 
endorse the restructuring of capital and insurance markets and to enhance the 
services for grass root level. But the process with reforms in insurance 
introduced at a later stage. 
The liberalisation processes with a set of objectives especially the 
financial market has witnessed a strong revival of the economy since 1991 
especially the banking, insurance and capital market. The banking sector in 
India consists of scheduled commercial banks, development banks, cooperative 
banks, regional rural banks, and even non banking financial companies. The 
reforms in this sector introduced a new creative and competitive environment 
for the affluence of banking sector as a whole. The committees set up for 
further recommendations for revival of banking sector has deliberately induced 
the development banks to come out of the periphery to explore the market 
characteristics with their sound institutional base. 
However the reforms with deep-routed in banking sector have had its 
competitive advantage but the case of development banks which are established 
with a set of development objectives could not attain the synergy. Since 1991, 
all the governments; both state and central, took major steps to enhance their 
targets in process of reforming the financial sector of the country. The 
development banks with a strong interference and support of government for 
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various purposes were isolated from the other banking activities where the 
scope of those traditional activities was outdated by the restructuring of capital 
and financial market. 
The reforms in the financial sector had its own function in reducing the 
importance of development banks on the one side and on the other hand, it has 
encouraged the development banks to diversify themselves. The overall lending 
activities of development banks i.e. the sanctions and disbursements witnessed 
a continuous decrease for last few years. But in case of individual performance 
they are still going ahead through diversification and strategic business 
practices. Since liberalisation, the pattern of sanctions and disbursement is 
continuously changing with a multiple shifts from one to another. The basic 
objective of development banks i.e. funding for regional imbalance, promotion 
of public, joint and cooperative sector other than private sector and priority 
sector lending, has also witnessed the shift following the policy framework. 
The present study makes an earnest attempt to examine these reforms 
processes and its impact on the development banking based on the objective of 
finding the new dimensions of business sphere. The new business dimensions 
of development banks in India had a positive impact performance and 
efficiency analysis. However to find out the real benefit of these reforms for a 
particular segment, it is necessary to analyze how much worthwhile those 
diversifications are in fiilfilling the basic objectives of development banks and 
how far they have diverted from its basic targets. The present study has 
considered the cases of all India financial institufions in general and Industrial 
Development Bank of India in particular to find out the degree of changes 
characterized by the reforms. The study has taken span of two and a half 
decades of development banking in India which covers the first ten years of 
pre-liberalization and the one and a half decades of post reforms. The 
Researcher has presented analysis based on secondary data with a prepared 
hypothesis that there is no impact of reforms. The Researcher has used 
294 
appropriate statistical tools to prove the hypotheses for making the research 
more pregnant and result oriented. 
The concept and evolution of development banks starts from post 
colonial Europe when the countries faced the difficulty of choosing an 
appropriate mechanism for channelizing resources into the development 
efforts. Most of the countries were having a lot of resources with a well 
supported technological and monitory system but they were lacking in 
coordination of entrepreneurs and these supports. In such a situation several 
governments in Continental Europe and East Asian economies decided to take 
matters into their hands and established institutions specifically to cater to the 
requirements of financial resources for developmental effort. Such institutions 
were called Development Financial Institutions. The government of India 
established Development Financial Institutions (DFIs) with a strong 
Government support for underwriting their losses and for making available 
low-cost resources for lending at a lower rate of interest than that demanded by 
the market for risky projects. The process initiated by the government worked 
for the affluence of industrial development of India. 
In the initial years of post independence period, the economy witnessed 
absence of technology and money where the country was fully self-sufficient 
with raw material and unlimited manpower. The industrial development of a 
country requires the all four elements. To fulfil the financial as well as the 
consultancy needs of entrepreneurs and technocrats the government set up 
various financial institutions with different aims and objectives. In 1948 IFCI, 
and in 1956 ICICI and in 1964 IDBI and in 1971 IRBI were the major 
foundations four the institutionalization of economic development. 
Furthermore the government took major steps to encourage the export and 
agriculture through setting up of EXIM bank and NABARD. Altogether the 
government in different years established the LIC, GIC, and UTI ad various 
state level financial institutions for further prosperity of investment atmosphere 
within the country. 
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The basic agenda behind each institution was different where the 
development banks particularly meant for developmental funding for new and 
existing business firms. All the six development banks are now in a way to 
diversify their business fortes in the current business environment after 
liberalization. The development banks are now in a turn to be transformed to 
commercial banks or non banking financial companies (NBFCs). Among the 
six development banks ICICI has already transformed to pure commercial bank 
and BDBI has acquired IDBI bank and started the combined business of 
commercial bank and project financing. The other banks except SIDBI and 
IDFC are now looking for the suitable merger options. Nevertheless the major 
steps taken by the government to revive the banking sector as a process of 
financial liberalization has its major impact in transforming the business 
domain of the development banks to various other activities which ultimately 
resulted in retreating the lending activities which is the basic objective of the 
research study. 
The study further highlights the important landmarks of development 
banks in pre and post reforms period. The banking sector reforms have 
prompted a competitive system driven by market forces. However, the process 
has never marginalized social objectives, such as, maintenance of the wide 
reach of the banking system or channelization of credit towards disadvantaged 
but socially important sectors. The same time a strong growth in the balance 
sheet of the Development Banks has been witnessed by the environment of 
operational flexibility. In line with increased competitiveness, an improvement 
in efficiency of the banking system has been reflected and reduction in interest 
spread, operating expenditure and cost of intermediation in general as well. 
Furthermore the improvements in other areas as well including technological 
deepening and flexible human resource management have been visualized. 
The Researcher has turther divided the post and the pre reform regime in 
to four phases in accordance with the major landmarks in the business 
dimensions and environment of development banks. The post independence 
era, when establishment of these financial institutions and their gradual 
development was witnessed is considered to be the first phase. The era of these 
establishments i.e. between 1948 and 1974 witnessed establishment of the apex 
development banks with certain objectives. The phase between 1974 and 1991 
is being considered to be the second phase where the major achievements of 
these financial intermediaries took place. The IDBI and some other DFIs 
transferred their stakes from government of India to RBI and the banks became 
the wholly owned subsidiary of Reserve Bank of India. The important 
subsidiaries of these development banks and various other joint venture 
arrangements as well as the establishment of state level institutions are the 
important milestone of the second phase. 
The period in between 1991 when the financial liberalization initiated up 
to 2001 has been considered as the third phase of development banking. In this 
first decade of financial liberalization most of the development banks 
flourished their diversified business forte and all the development banks 
entered into secondary market to secure the advantage of cheep sources of 
funds, and as a result the total market capitalization of these banks, especially 
development banks, were restructured. The banks further established their 
commercial banking business through their subsidiaries that helped the banks 
to survive. The second decade of liberalization i.e. from 2001 onwards when 
most of the development banks themselves emerged as full-fledged commercial 
banks can be considered as the fourth phase. The neo-liberal policies of 
government backed by committees for harmonizing the development banks in 
India enabled the Development Banks to corporatize themselves. Some 
exceptional cases of IIBI and IFCI which could not merge with any commercial 
banks are under proposal of merger with either IDBI or Punjab National Bank. 
The impact of changes in the business environment led them to diversify 
themselves but in fact they are still under adjournment process. 
There were a number of committees which were established for further 
suggestions to the survival of these all India development financial institutions 
in all these phases. The initial stage of development financing in India which 
was having a sound financial support from the government with strong 
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interference. As in total banking sector the strong control of government with 
large amount of operational barriers led for continuous decline in financial 
highlights and huge losses of profit. 
However, the reforms initiated in the year 1991 have their positive 
impact that they facilitated the survival of these development banks and they 
could dominate in the commercial banking business with a high degree of 
operational flexibility and strong market efficiency. The case of ICICI after the 
merger with ICICI bank is the best example for that where the bank became the 
second largest commercial bank in India after State Bank of India. The changes 
in the regulatory structure of these financial institutions by means of financial 
liberalization further facilitated the development banks to elaborate their capital 
base which is discernible from the example of ICICI and IDBI. Both were the 
apex institutions of Indian financial system before liberalization, availed a 
strong source of cheep funds for their future institutional development in 
without much interference. It is matter of concern that these liberal financial 
policies affected the prime objectives of the financial institutions, which can be 
seen by the pattern and trends in development financing i.e. the overall lending 
activities of development banks since liberalization. 
The analysis of overall lending activities of development financial 
institutions highlights the impact of financial sector reforms. The reforms 
process has its impact on the overall ending activities of development banking 
where the total funds for developmental activities have diverted to other 
business activifies. The comparative tables regarding the sanctions, 
disbursements, and utilization rate envisioned that the total sanctions of 
development banks are not utilized by the applicants where the utilization rate 
is as low as 66 percent for the whole period. The analysis of individual cases of 
IDBI, ICICI and IFCI etc have also had an inference that the total sanction and 
disbursements after the liberalization is going down. The figures of pre and 
post liberalization regime have been further analyzed by applying the dummy 
variable for the pre and post liberalization regime to find out the implication of 
first and second generation reforms. The fragmented analysis on impact of first 
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and second generation indicates that the impact is much visible after 2000. The 
analysis has constituted the significant impact of reforms and supported the 
approval of alternative hypothesis where the impact of reforms was embedded. 
The significant impact is discernible on the overall sanctions and disbursements 
of the DFIs despite the decline in lending activities. This decline is attributed to 
the fact that the other sources of finance, such as. Corporate Bonds, Mutual 
Funds, Pension Funds, Life Insurance and General Insurance Funds have 
appeared on the horizon of financing arena. The policy packages and measures 
have therefore pronounced impact on the overall development banking 
activities. Furthermore, developed, well structured and admirable secondary 
market and further institutionalized development of economy has made the 
development finance matured enough resulted in saturation of the development 
banks and the banks further diverted their business fortes to various other 
segments. 
The phased analysis of region wise sanctions and disbursals of 
development banks has found that the post liberalization globalization regime 
has witnessed the shift of sanctions and disbursals from backward states to 
forward regions of the country. The test of significance of means of both the 
pre and post liberalization regime by independent sample test supports the 
acceptance of alternative hypothesis that there is impact of reforms in regional 
disparities of development finance. The reasons behind the regional disparities 
after the reforms are that the risk element of sanctions to the backward areas. 
The profit was only the last preference of development finance in pre-reforms 
period which diverted to the first preference after the reforms. Most of the 
development banks were facing the complexities of Non Performing Assets. 
The competitive business environment forced the development banks to further 
reduce the sanctions for backward regions and to concentrate on new arena of 
investments. 
The downward trend of overall lending activities of development banks 
witnessed in post reforms period especially after 2000. Altogether the impact 
has materialized in case of sector wise sanctions and disbursals of development 
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banks. As in case of region wise sanctions, the priority sectors are dismantled 
in case of sector wise sanctions. Tables and figures of sectoral implication of 
development finance have picturised the degree of changes in overall 
development finance which has become more sector specific. The financial 
sector reforms and its implication to the secondary market development as well 
as other financial services have an indirect win over the traditional sources of 
finances and its segmental attraction. However, the financing of the 
development banks, one of the traditional sources of debt capital of all the 
entrepreneurs has now gone for sectoral selection. The Researcher 
differentiated the sectors in to public, private, cooperative and joint. The data 
of sectoral sanctions and disbursals of development finance in India through 
the comparison of pre and post reforms period have been analysed by 
independent sample test of significance of equality of means. The result of 
hypothesis testing has also approved the acceptance of alternative hypothesis 
where the impact of reforms process was assumed in sectoral disparities of 
development finance. 
In case of industry wise development finance in India it is more evident 
after liberalisation. The impact of reforms on industrial selection can also be 
seen which is showing a shift in sanctions and disbursals. Tables and figures 
emphasized the industrial shift where the agriculture and consumer goods 
segments availed the least share of development finance. The share of 
agriculture was higher than any other segments in post reforms period which 
further decreased after liberalization. The statistics in test of significance in pre 
and post reforms period have also supported the acceptance of assumption of 
significance in impact of reforms process on industrial selection of 
development finance. The various factors, such as, elimination of priority 
sectors and risk elements of agriculture financing have adversely affected the 
selective sanctions and disbursals. The major finding of industry wise lending 
activities is that the importance of infrastructure financing has increased and 
now a large chunk of share of development finance going towards the 
infrastructural fimding. Institutionalization of infrastructure development and 
300 
setting up of Infrastructure Development Financial Corporation (IDFC) 
resulted in a positive trend in infrastructure funding. The infrastructure 
development became the important target of both state and central governments 
as a matter of fact of global competitiveness in post liberalization regime. 
The component wise lending activities of development banking have 
been analyzed to demonstrate the degree of changes in the lending components. 
The changes took place in case of lending components due to the changes in 
format of financial market as a matter of fact of liberalization. The 
underwriting subscription related activities increased in the post reforms period 
due the development of structured secondary market. In the initial years of 
liberalisation the initial public offers of the most of the companies came 
through these financial institutions or their subsidiaries. Later on when the 
market attained a sustainable growth other companies as well as the foreign 
players entered in the market to enhance their scope of business which 
ultimately amplified the competitive business environment. The Tables support 
the diversion of funds of development banks from one segment to another. The 
case of purpose wise sanctions indicates the poor performance in new and start-
up financing where the need of the hour deserves. The expansion as well as the 
supplementary sanctions increased in the post reforms period which ultimately 
reduced the share of entrepreneurial funding. 
The entry of development banks in secondary market to avail of the 
cheep sources of funds prepared the development banks to avail of the 
maximum benefit of the competition with the existing capacity by introduction 
of new services and promotion of owned subsidiaries. Furthermore when the 
development banks corporatized and went for Initial Public Offers (IPOs) 
resulted in government interest in those financial institutions. The second 
generation reforms prepared the banks to transform into fully devoted 
commercial bank or non banking financial corporation has further influenced 
the business fortes of development banks. The transformation of development 
banks into the commercial banks further affected the needy social sectors. 
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10.3 Findings of the Study 
The entire research work carried out by the Researcher entitled 'the 
impact of financial sector reforms on Indian development banking,' has been 
described in ten chapters including the five major analytical chapters. From the 
entire study the Researcher points out the major findings of the study in the 
following paragraphs. 
As regards the overall lending activities of development banking, the 
Researcher failed to observe the acceptance of null hypothesis which presumed 
the impact of financial sector reforms on overall lending activities. The 
muhiple regression tests in hypothesis regarding overall lending activities of 
development banks resulted that the t-statistic in most of the observations is 
more than the table value at 5 percent level of significance during the referred 
time span.. The adjusted R^ in all the observations also justify the result that 
post reforms policy measures have the direct impact on overall lending 
activities. The significant impact is discernible on the overall sanctions and 
disbursements of the DFIs despite the decline in lending activities. This decline 
is attributed to the fact that the other sources of finance, such as. Corporate 
Bonds, Mutual Funds, Pension Funds, Life Insurance and General Insurance 
Funds have appeared on the horizon of the financing arena. The policy 
packages and measures have therefore pronounced impact on the overall 
development banking activities. Furthermore the developed, well structured 
and admirable secondary market and further institutionalized development of 
economy have made the development finance matured enough resulted into 
saturation of the development banks and the banks further diverted their 
business fortes to various other segments. 
The analysis of region wise lending activities of development bank 
observed that in most the cases the t-statistic of presuming the equality of 
means is more than the table value. As far as the /-statistic is concerned the 
impact is visible in regional attraction of development finance and therefore the 
Researcher failed to observe the acceptance of null hypothesis. 
H)2 
The analysis of sector wise lending activities of development banks 
observed that the impacts of financial sector reforms are visible in selection of 
sectoral sanctions and disbursal. As far as the independent sample test of 
significance is concerned, computed t-statistic is more than the table value at 5 
percent level of significance in most of the observations, the impact of financial 
sector reforms and policy measures on sectoral selection of development 
finance is approved. The Researcher has failed to accept the null hypothesis. 
The analysis of industry specific lending activities of development 
banking is evident enough to observe the impact of reforms on it. As far as the 
t-static (two-tailed) of sanctions and disbursals is concerned it mostly lies 
above the table value. The impact of reforms in industrial segments, such as, 
Agri-Food, Industrial goods, Infrastructure, Consumer goods. Health care and 
Allied is significant at 5 percent level of significance. The independent sample 
test of significance of mean differences, the industry specific lending activities 
are found to be impacted and the Researcher is unable to accept the null 
hypothesis. 
The analysis of purpose and component wise sanctions of development 
financial institutions in accordance with the independent sample test of 
significance indicate that the impacts of financial sector reforms on both are 
visible. The t-statistic in most of the cases lay above table which justifies the 
assumption of impact of reforms on the purposes and component wise lending 
activities of development banks. However the Researcher failed to observe the 
approval of null hypothesis in component and purpose wise lending activities 
as a whole. 
The process of financial liberalisation has its ultimate impact on the 
working and business dimensions and diversities. The transformation of ICICI 
into a complete commercial bank in 2002 and its amazing financial 
performance motivated for further similar transformations. 
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The changing business environment in Indian financial market 
pressurized the development banks to come out with competent financial 
services either by themselves or by their wholly owned subsidiaries. 
The process of financial liberalisation has a posifive impact on the 
performance, efficiency, as well as the profitability of development banks as 
against the profit making was only a complementary objective of development 
banks in pre reforms period. The financial sector reforms have their positive 
impact in supplying high degree of operational efficiency, internal autonomy, 
as well as greater reliance upon market forces in the routine activities of 
development banks. The implication of financial sector reforms resulted in the 
liberalisation of banking, insurance, capital market and allied sectors 
encouraged the development banks to target further business fortes. 
The basic measures of financial liberalization, such as, dismantling the 
complex system of interest rate controls, eliminating prior approval of the 
Reserve Bank of India for large loans, and reducing the statutory requirements 
to invest in government securities; and measures designed to increase financial 
soundness, like introducing capital adequacy requirements and other prudential 
norms for banks and strengthening banking supervision; other measures for 
increasing compefition like more liberal licensing of private banks and freer 
expansion by foreign banks, have produced too much positive outcome in the 
business of development banks. The development banks witnessed a sharp 
reduction in the share of non-performing assets in the portfolio and now they 
are capable enough to meet the new capital adequacy standards. 
The global standard in case of above said figures are much better than 
Indian banks. A country with strong belief in welfare state has improved the 
status equalant to many developed countries within short span of time, it is also 
appreciable. Liberalisation of all the financial service sectors , such as, : 
304 
insurance, banking, secondary market, asset management and pension funds, 
government security market and other financial services have influenced the 
business dimensions of development banks either direct or indirect. 
The entire financial sector reforms have visible impact on the overall 
lending activities of development banks of India in post liberalization regime. 
The reforms augmented in the second decade of post liberalisation so called 
second generation reforms further influenced and caused decline of sanctions 
and disbursals of development finance due to the diversified funding 
requirements. The corporatization of development banks which permitted them 
to avail cheep sources of funds from the secondary market increased the 
commitments of development banks more to the secondary market operations 
other than traditional financing. 
The region wise sanctions and disbursals of development finance are 
asymmetric in distribution where the backward states are being neglected by 
the banks from their priority lists. The basic objective of development bank is 
to eliminate regional imbalance in entrepreneurship developments. Major 
portion of development finance has now moved towards highly forward and 
forward regions where the pre capita GDP is already higher than other states. 
The concept of promoting regional balance has been wiped out by replacing the 
concept of profitability. The changes in perception of development banks in 
risk taking, political instability of backward states and border tensions of north 
east states influenced the regional selection of development finance by 
development banks which have negatively affected the sanctions of backward 
regions. 
Sectoral distribution of development finance in pre and post 
liberalisation regime has been found to be asymmetric where the joint and 
cooperative sectors are being neglected. However the development finance 
became much evident in case of private sector where the private firms are 
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availing their financial requirements through other secondary sources other 
than development banks. 
The emergence of well organized security market and money market has 
negatively affected the traditional sources of financing where the development 
finance is being considered to be the last resort for the businesses. In fact the 
case of sick and weak companies where the expansion of debt or equity capital 
base is very difficult, the firms usually approach the development banks. Such 
cases trouble the development banks and increase non performing assets 
(NPA). 
In industry wise promotional activities of development banks, it has 
been found that the agricultural and small scale credit is continuously 
decreasing. The priority sectors of development finance have been redefined by 
the banks themselves following the recommendation of Narasimham 
committee 1997. In industrial selection of development finance infrastructural 
financing has predominant share in post liberalisation regime. The setting up of 
Infrastructure Development Financial Corporation and institutionalization of 
infrastructure development inspired the development banks for further fiinding 
for infrastructure companies or projects. 
Post liberalisation globalization has witnessed a major achievement in 
public-private participatory developments and privatization of government 
projects as well. It resulted in development of Build Operate and Transfer 
(BOT), Build Own Operate and Transfer (BOOT), and Build Operate Own and 
Management (BOOM). Such formats of infrastructural development are most 
successfijl in developing countries where the role of government is restricted to 
the facilitator or regulator. The state and central governments of India since 
liberalisation have been trying these means with the help of development banks 
and the establishment of IDFC for the specific purpose further encouraged the 
financing for infrastructure. 
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Industry wise sanctions and disbursements of development banks since 
liberalisation has further expanded its span of activities to other industrial 
sectors which does not come under traditional classification. The emergence of 
modem services sector increased the scope of development banks to finance 
through risky formats, such as, venture capital and private equity. Most of the 
development banks started their different subsidiaries for financing different 
purposes or different modes, such as, asset mimagement companies, venture 
capital funds. 
The component wise analysis reveals that the importance of rupee loan 
and indirect assistance has decreased in post reforms period where the 
importance of underwriting and subscription related services has increased. The 
process of financial liberalisation has caused to establish a well organized 
secondary market with a wide network all over the world. These developments 
resulted in attracting foreign players as well as Indian private giants to the 
security market which produced further competition for development banks to 
protect the national interest. Such activities influenced the banks to concentrate 
more in secondary market operation. The component wise sanctions and 
disbursements of development marginalized the indirect assistance after the 
financial liberalisation which resulted in further increment in secondary market 
operations, such as, subscription of shares, debentures, underwriting of the both 
and guarantee services up on securities. The establishment of subsidiary as 
asset management companies by the development banks endeavoured to extend 
the financial services on behalf of development banks. 
From the purpose wise assistance rendered by development banks, it is 
discernible that the banks reduced their fund for entrepreneurship and start-ups 
after the liberalization due to high end risk element. The development banks 
since liberalisation concentrated only in financing expansion and 
diversification where the fund is more secured. As in case of component wise 
307 
classification of development finance the development banks are more 
concentrating in supplementary assistance other than new and start-ups, 
modernization, rehabilitation, and expansion purposes. 
10.4 Suggestion and Recommendations 
The post liberalisation regime of development financing highlights the 
importance of infrastructure financing. Infrastructure is the next generation 
arena for huge investment. Therefore the need of an hour is to deploy internal 
as well as external sources of funds for infrastructure development. Foreign 
Direct and Indirect Investments, (FDIs and FIIS) one of the significant sources 
of funds for infrastructure is ultimately unbearable at a particular level which 
emphasise the importance of internal source of funds. But the sizes of Indian 
development financial instructions are very small which cannot afford the 
future requirements in infrastructure. Therefore the need of the hour is to join 
three-four institutions together to become a big giant that can make available of 
the internal infrastructure requirements of the country up to a certain extent. 
The big giants jointly established by the Development Financial 
Institutions should further put emphasis on the entrance to the other developing 
countries to explore the galore opportunities favouring to the national interest. 
The most successful models of development of Taiwan and Singapore i.e. 
Build Own Operate Transfer (BOOT), Build Operate Transfer (BOT) are now 
being encouraged and embedded by the government of India. The financial 
institutions in India should join together to frame such financing plans for the 
big and risky projects by deployment of funds within the country and employ 
those funds using these successful and profitable models. 
The development banks in India have now diversified their business 
fortes in the post liberalisation regime. The transformation of development 
banks into commercial banks produced a gap of financial intermediary for long 
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term lending activities. Therefore the government should further initiate to 
extend the scope of SIDBI, and State level financial institutions to include 
infrastructure as well as development finance and go for long-term project 
financing. The post liberalisation globalisation period has witnessed a 
impulsive growth of Indian capital market. The liberalisation and the entry of 
foreign players (FIIs) and other institutional investors manipulated the market 
which resulted in boosting of all the indices. Now the control of government on 
the market forces is very weak where the foreign institutional investors 
dominate the market with their huge capital base. Therefore the government 
should initiate to promote some big institutional giants either by merger of the 
existing development financial institutions or by joint ventures of financial 
institutions. The government can regulate the market only by Indian players 
who can protect the interest of Indian investors. Had such institufions existed, 
The recent downfall of the security market due to the irrelevant reasons would 
have been averted by the timely interference of these market giants. 
The interference of Indian financial institutions and government 
institutions in Indian capital market is not sufficient to regulate the market 
forces. The continuous loss of small investors in security market ultimately 
resulting in foreign outflows. Therefore the need of the hour is to encourage 
collective investment through mutual funds or any other institutional 
investment which can be materialised only by the sincere intervention of 
development financial institutions. 
In backward states and even in some other forward states, the state 
governments should initiate the revival of their concerned financial institutions 
to finance the small and medium entrepreneurs within their states. The main 
emphasis of development finance is long-term loans and investments where the 
element of risk and chances for NPA is more. The portfolios of these 
development financial institutions are not balanced. Therefore the financial 
institutions should also go for short-term instruments that can enable the banks 
to balance their portfolio. From region wise lending activities of development 
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banks it is understood that the backward regions are still in nascent stage of 
industrial and entrepreneurial development. For sustaining the regional balance 
the government should introduce some new packages joined with the existing 
financial institutions and the lead banks. The university-industry interface with 
well buffeted institutional support should be introduced with immediate effect 
especially in the backward states. 
The sector wise sanctions and disbursals of development banks reveal 
the fact that the co-operative and joint sectors are being neglected. The role of 
co-operative sector in the rural development of the country cannot be 
neglected. The small savings of rural people along with the strong government 
support have been enlarging the rural development in India since 
independence. The long term finance of Development financial institutions is 
very essential for the existence of co-operative sectors which enables the rural 
people to make them self-reliant. The rural agriculture and allied activities are 
always dependent on co-operative sectors. But in the era of post liberalisation 
globalisation upliftment of a weak segment cannot be done only by funding but 
the need of the hour is to make a hierarchy of co-operative sectors under the 
control of any financial institution or the lead bank. That will encourage these 
different co-operative business entities to join together to become at least 
medium size businesses and to avail the benefit of economies of large-scale. 
The banking system has acquired the skills of managing risks in 
extending finance to different sectors of the economy including long-term 
finance and the capital market. Most of the commercial banks increased their 
huge capital base either by mergers or acquisitions. Now most of the banks 
provide significantly larger resources to the corporate sector. Now the purpose 
of development banks to deal with exclusive development finance has 
diminished. Therefore the need of the hour is to enhance the lending activities 
of commercial banks for high risk project financing with adequate government 
support. 
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As per the recommendation of Narasimham Committee to transform the 
development banks either into commercial bank or NBFCs the government has 
repealed the act of IDBI and ICICI in accordance with the requirement. But the 
other two exclusive development banks i.e. IIBI and IFCI are still under a 
process of transforming themselves due to their weak performance. In order to 
revive both the development banks the government should initiate to merge 
those banks with any of the small public sector banks which enable both the 
banks to come out with high end opportunity of growth. 
The absence of research and development in India forced the country to 
back seat where the developed countries are getting the advantage of quality 
researches. Out of the total patent applications in the world (PCT) India is at 
the bottom with less than 700 whereas USA is on the top with more than 45000 
applications. It is one of the real impacts of quality researches. The government 
of India is spending only 0.81 percent of its GDP for research and development 
whereas it is 3.13 percent and 2.60 percent in Japan and USA. The reason for 
the lacking in quality researches is the non availability of funds the government 
itself cannot afford the huge expenditure. Therefore the need of the hour is that 
the Government with development financial institutions and banks jointly with 
corporate bodies should deploy fund for research and development activities. 
One of the important challenges of Indian economy is the brain drain. 
The recent studies reveal that more than 30 percent of scientists in National 
Aeronautic Scientist Administration (NASA) are Indian. Therefore the need of 
the hour is to protect Indian brains from departing the country by providing 
better research atmosphere. The improvement of research environment is not 
possible only by the government funding. Therefore the government should 
further regulate the financial institutions to maintain better research ambiance. 
Another important aspect of the economic development is of risk 
financing. The overall trends in development financing in India highlight the 
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diminishing pattern of risk capital since liberalisation. The purpose wise 
sanctions indicate the negative trend in seed and start-ups financing. The 
entrepreneurial developments as well as the technological innovations are 
dependent on risk financing. Most of the venture capital funds in India belong 
to foreign players through Mauritius route, which are availing the advantages 
of risk financing by private investment in public equities. However for the 
entrepreneurship as well as innovations it is necessary to promote the risk 
capital in form of venture capital. Therefore the development financial 
institutions should enhance their business forte to venture funding at sky-
scraping level that enables the funding of start-ups and innovations which 
ultimately fabricate the research and developments. 
The industry wise sanctions indicate the poor performance of agriculture 
financing after liberalisation. As per the recommendation of Narasimham 
committee that to redefine the priority sector lending with special reference to 
agriculture has its impact in demise of agriculture sanctions. The various 
budgets in the last decade emphasise on agriculture financing which remained 
as slogans. In fact it is the responsibility of the government to establish 
specialised state level financial institutions to coordinate the agricultural 
landings joined with local self governments. The activities of NABARD, the 
specialised financial institution for agriculture now emphasise for rural 
infrastructure which has increased the scope of one specialised institution for 
agriculture which accounts more than 55 percent of the total employment in the 
country. 
Now the emergence of information technology and liberalisation of the 
service sector encourages more service providers in higher education service 
sector where the need of the hour is that the government should permit the 
development financial institutions to enter into the field of higher education 
services. 
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10.5 Direction for Future Researches 
The impact of financial, sector reforms on Indian development banking covers the 
various aspects of changes in the business dimension of development banks in India on a 
whole. The comprehensive analysis of the total development banks and major changes in 
overall lending activities have been emphasised to find out the impact of reforms. 
Therefore the scopes of fiirther research still remain to study the inter-institutional cases 
followed by the transformation process. The financial sector reforms have their impact 
on all the segments of financial services especially the banking sector. Therefore fiiture 
studies can also be taken up in case of banking sector as a whole. The major reason 
behind the financial liberalisation was the revival of banking sector that was showing a 
poor performance in pre-liberalisation period due to the strong government control. 
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Appendix-1 (Model-1) 
Summary of First Dummy Applications in Sanctions of Development Finance. 
Source: Table-5. 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Sanctions 
3181.31 
3984.36 
5329.97 
6409.10 
7634.07 
8513.30 
12865.30 
14053.00 
17858.60 
21982.50 
31964.64 
39845.22 
57428.90 
58272.82 
48013.86 
73184.95 
78910.10 
95779.60 
112392.50 
73968.00 
32015.90 
53867.00 
42941.45 
48404.23 
45672.84 
Time 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
Dummy 1 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time* Dummy 2 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
and Dummy Applications 
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Appendix-2 (Modei-2) 
Summary of First Dummy Applications in Sanctions of Development Finance 
Source: Table 5.1 and Dummy App 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Sanctions 
3181.31 
3984.36 
5329.97 
6409.10 
7634.07 
8513.30 
12865.30 
14053.00 
17858.60 
21982.50 
31964.64 
39845.22 
57428.90 
58272.82 
48013.86 
73184.95 
78910.10 
95779.60 
112392.50 
73968.00 
32015.90 
53867.00 
42941.45 
48404.23 
45672.84 
Time 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
Dummy2 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time* Dummy2 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
0 
0 
0 
0 
0 
ications 
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Appendix-3 (Model-1) 
Summary of First Dummy Applications in Disbursals of Development Finance 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Disbursements 
2355.23 
2885.24 
3442.58 
4657.53 
5401.01 
6493.40 
8694.40 
8962.50 
11079.00 
15666.42 
22226.80 
24423.30 
32396.22 
37454.93 
41570.50 
52517.94 
55634.84 
67625.50 
73627.30 
59623.80 
28185.70 
33690.30 
30938.00 
0 0 1 A A 1 C 
31626.08 
Time 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
Dummy 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time* Dummy 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Source: Table 5.2 and Dummy Applications 
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Appendix-4 (Model-2) 
Summary of First Dummy Applications in Disbursals of Development Finance 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Disbursements 
2355.23 
2885.24 
3442.58 
4657.53 
5401.01 
6493.40 
8694.40 
8962.50 
11079.00 
15666.42 
22226.80 
24423.30 
32396.22 
37454.93 
41570.50 
52517.94 
55634.84 
67625.50 
73627.30 
59623.80 
28185.70 
33690.30 
30938.00 
32314.15 
31626.08 
Time 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
25 
D u m m y 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time* Dummy 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
0 
0 
0 
0 
0 
Source: Table 5.2 and Dummy Applications 
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Appendix-5 
Region Wise Sanctions of DFIs 
Group Statistics 
RE 
Highly Forward 
Forward 
Average 
Backward 
Very Backward 
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
N 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
7.2750 
16.2733 
25.3040 
32.1427 
35.5390 
37.4380 
6.2460 
3.5767 
25.6360 
10.5667 
Std. Deviation 
1.1920 
10.4158 
5.0952 
4.2001 
4.0287 
8.1910 
.9974 
.9143 
5.1848 
4.6702 
Std. Error 
Mean 
.3769 
2.6893 
1.6113 
1.0845 
1.2740 
2.1149 
.3154 
.2361 
1.6396 
1.2058 
Source: Tables- 6.2 and 6.3 
Appendix- 6 
Region Wise Disbursals of DFIs 
Group Statistics 
RE 
Highly Forward 
Forward 
Average 
Backward 
Very Backward 
Source: Tables- d.'-
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
\ and 6.5 
N 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
8.0240 
15.5707 
25.3470 
32.6527 
35.9610 
37.3167 
6.1430 
3.7687 
24.5270 
10.6953 
Std. Deviation 
.8229 
9.0546 
2.4860 
2.9459 
2.2669 
6.6931 
1.3159 
1.0491 
3.3280 
4.4557 
Std. Error 
Mean 
.2602 
2.3379 
.7861 
.7606 
.7169 
1.7281 
.4161 
.2709 
1.0524 
1.1505 
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Appendix-9 
Sector Wise Sanctions of DFIs 
Group Statistics 
Public 
Joint 
Cooperative 
Private 
Source: Tables-7. 
RE 
1 
2 
1 
2 
1 
2 
1 
2 
and 7.2 
N 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
14.1520 
24.9733 
9.3000 
2.9013 
2.6850 
.4807 
75.8470 
71.6460 
Std. Deviation 
3.3541 
15.3229 
6.5097 
1.5732 
1.6854 
.4598 
4.1887 
15.0602 
Std. Error 
Mean 
1.0607 
3.9563 
2.0586 
.4062 
.5330 
.1187 
1.3246 
3.8885 
Appendix-10 
Sector Wise Disbursals of DFIs 
Group Statistics 
Public 
Joint 
Cooperative 
Private 
RE 
1 
2 
1 
2 
1 
2 
1 
2 
N 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
15.4970 
27.3507 
6.6020 
3.7227 
2.6470 
.6527 
75.2540 
68.2747 
Std. Deviation 
3.4709 
16.8764 
1.0495 
2.3873 
.9060 
.6773 
4.0253 
18.6369 
Std. Error 
Mean 
1.0976 
4.3575 
.3319 
.6164 
.2865 
.1749 
1.2729 
4.8120 
Source: Tables -7.3 and 7.4 
322 
at 
a. 
a 
B 
•I 
e 
o 
u 
Si 
en 
H 
"E-
E 
R 
CZ! 
c 
(U 
c 
a 
01 
B 
B 
es 
Oi 
% 
o 
. ^ 
"« 
3 
cr 
H 
u 
o 
e S 
en 
•^^ 
u 
'2 ^ 
s ° s H . ^ S 
<» s b 
<u 
0) 
U 0> 
= • « fli 4) <_i 0> 
G o g 
s= -2 5 
« « l-H 
CT\ 
O CJ 
^ B 
.« 
2 S £ o 
u 
u 
B B 
5 
a^ 
0> 
X 2 
C^M 
T 3 
4-rf 
. 
_ M 
(« 
I X 
t> 
0> 
a. a. P 
^ 
(U 
o 
o 
fs 
o 
o 
0 0 
o 
o 
o 
m 
1 
O 
\q 
< N 
O 
</-> 
1—t 
m 
T f 
^ Cvl 
O N 
_ 
CN 
^^  
E 
3 
en 
nJ 
00 
o 
c 
.S 
"C 
« > 
"« 
3 
3 
CL, 
>o 
( N 
t ^ 
O 
o6 
VO 
o 
t--; 
1 
i n 
rn 
< N 
o 
iy-1 
^^  
m 
oo 
ON 
l O 
en 
•a 
E 
3 
tn 
c/) 
cd 
O 
c 
en 
<U 
O 
C 
ca 
> 
3 
a" 
m 
oo 
T — 1 
vd 
^ 
oo 
( N 
1 
m 
oo 
0 0 
f N 
oi 
m 
0 \ 
_^ 
r«^  
m 
u-i 
<3N 
t ^ 
'^ 
0 0 
i n 
-a 
E 
3 
en 
e/3 
C3 
e/i 
O 
c 
.2 
"C tS 
> 
'ca 
3 
c 
'o 
f N 
m 
Cf\ 
oo 
vo 
m 
ON 
rn 
1 
^ 
i n 
<N 
r<^ 
0 \ 
-* 
'^ ^ 
^ 
r-
m 
en 
>n 
X I 
E 
3 
en 
en 
<a 
• Q 
C 
(Z) 
W 
o 
c a 
> 
3 
or 
O N 
, — 4 
cn (~-
< N 
O N 
0 0 
m 
m 
oo 
, ', 
o 
o 
o 
00 
o 
^' 
<3N 
f N 
O 
OO 
i n 
T 3 
E 
3 
en 
en 
ca 
en 
O 
c 
.2 
'C 
m 
> 
"3 
3 
cr 
W 
(U 
' • ^ 
O 
O 
u 
ON 
NO 
0 0 
O N 
< N 
OO 
ON 
m 
NO 
f N 
oo 
( N 
m 
m 
CO 
0 0 
^ 
NO 
O 
eo 
C^ 
< N 
O 
CO 
-o 
E 
3 
en 
CO 
ca 
o 
c 
en 
<L> 
C 
rt 
(53 
> 
3 
cr 
pa 
v o 
"^ f N 
C~~ 
1 
t ^ 
i n 
o 
"""^  
1 
( N 
OO 
NO 
f N 
< N 
r~-
NO 
o 
•— o 
( N 
0 0 
( N 
OO 
1 
NO 
CO 
r^ 
NO 
-a 
4) 
E 
3 
c/) 
en 
ea 
en 
(l> 
o 
c 
.2 
'C 
ea 
> 
15 
3 
cr 
W 
u 
• • - • 
> 
r-
0 0 
i n 
r~; 
r-H 
1 
NO 
0 0 
NO 
o 
1 
i n 
en 
CN 
f S 
r-
co 
NO' 
O N 
O 
e o 
r o 
5^  
O 
f N 
O 
oo 
1 
X ) 
E 
3 
en 
en 
cd 
O 
c 
en (U 
ca 
> 
15 
3 
O" 
fN 
T3 
C 
X3 
H 
i) 
o 
3 
O 
CD 
c 
3 
X) 
^ ^ 
73 
a a a, 
o 
u 
0) 
o 
I » 
<u 
H 
a> 
s 
« 
en 
a 
0) 
e 
a 
73 
B 
GQ 
c 
o 
.^ 
"ca 
s 
o 
«w 
•^rf 
1 
•^rf 
u 
«s (ax 
i ° s H . ^ S 
*> 3 i; 
4> 
U 
o 5 ,*• 
O N 
tiri 
a> 
fc. 
0 ) 
o 
o « 
w fe 
£ Q 
u 
a n 
Ssa 
S 
I ^-^ 
4J 
ei s 
K -2 
v^ 
7 3 
< — 1 
^ l ^ 
1 - M 
" 
en 
0 0 
0 \ 
>i-> 
^ >o W l 
l O 
< N 
r~~ 
^ 0 0 
oo 
u-i 
1—1 
r n 
O 
r n 
<N 
ro 
O 
-^rf 
bjD 
c« 
b 
r<) 
(N 
K 
o 
— 
K 
* — • 
oo 
( N 
t 3 
E 
a CO 
(/3 
M 
in 
o 
C 
.2 
'C ca 
> 
"M 
a-
W 
IE 
3 
a, 
^ 
^ >r i 
o^ 
o 
oo 
VO 
' - H 
O 
^ o 
m 
< N 
(^ 
^ OO 
oo 
>r) 
0 0 
1—1 
o 
o ON 
( N 
( N 
ii-1 
m 
l O 
( N 
T 3 
3 
C/3 C/1 
CO 
o 
c 
tn 
O 
o 
C c3 
> 
"5 
3 
W 
* — 1 
o t ^ 
^ 
c~-( N 
m 
o 
< N 
u^ 
^^ i n 
oo 
ro 
»—( 
o\ Oj 
1 
i n 
m 
t-~; 
m 
cs 
( N 
^ r<-i 
r 
c> 
O N 
O 
d 
-sh 
•—< 
r n 
T3 
1) 
E 
3 
en 
c j 
W5 
O 
c 
.2 
'C 
w 
> 
"w 
3 
W 
'o 
( N 
^ r^  ( N 
oo 
NO 
m 
oo 
1 
oo 
'^ u-t 
r-; 
r~n 
^^  O N 
Oj 
1* 
en 
O 
r-
o ON 
ON 
_ ) ( N 
NO 
OO 
m 
i ' 
-o 
E 
3 
C/5 
c/l 
153 
- 4 - 1 
O 
C 
C/5 
U 
C 
cS 
> 
"cd 
3 
o-
W 
o 
OO 
0 0 
< N 
CN 
t--
^ oo 
•—' 
r^  
NO 
NO 
( N 
CO 
NO 
m 
r-; 
^ 
o 
o 
o 
m 
< N 
i _ i 
y—l 
i n 
NO 
0 0 
NO 
o 
oo 
r^  
NO 
<-<-) 
T 3 
E 
3 
en 
cS 
o 
c 
.s 
'C n j 
> 
t . U 
3 
W 
a> 
> 
1) 
a. 
o 
o 
U 
CNl 
< N 
r^ 
m 
CNJ 
m 
o 
o 
^ 
<> 
• * 
O N 
( N 
m 
NO 
m 
r^  
--^  
o 
o 
o 
N 6 
m 
oo 
0 0 
oo 
i r i 
T 3 
E 
3 
en 
tn 
c3 
• • - » 
O 
c 
(W 
<u 
C 
(53 
OS 
> 
"3 
3 
cr 
r~-( N 
'^ NO 
1 
i n 
i / ^ 
f—H 
o 
1 
Tt-
i r i 
NO 
CN 
< N 
O 
ON 
CN 
CO 
t~^ 
' 
T j -
o p 
m 
< N 
i n 
CO 
( N 
1 
OO 
,—1 
—; 
i n 
^ NO 
< N 
-a 
1) 
£ 
3 
en 
rt 
CO 
CJ 
C 
.2 
*c CO 
> 
'^ 
3 
a-
ro 
NO 
r—^  
1 1 
1 
t— 
t—H 
T f 
l / ^ 
1 
CO 
T i -
ro 
O 
<N 
O 
ON 
<N 
r o 
r-^  
1 
( N 
O 
o 
O N 
NO 
i n 
( N 
CN 
m 
o 
NO 
CO 
1 
T 3 
E 
3 
CO 
en (rf 
O 
C 
t /> 
<u 
CO 
cO 
> 
"5 
3 
cr 
T3 
C 
CO 
JO 
CO 
ii 
CJ 
3 
o 
en 
Appendix-13 
Industry Wise Sanctions of DFIs 
Group Statistics 
Agri & food 
Industrial (manufacturing) goods 
Infrastructure 
Consumer goods 
Health care & allied services 
Others 
RE 
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
N 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
9.3820 
4.5367 
31.7710 
26.0707 
20.2810 
34.6367 
13.7870 
6.9547 
11.5820 
15.1293 
13.1980 
12.6747 
Std. Deviation 
2.3930 
2.0328 
2.5566 
8.5965 
3.3967 
12.8357 
2.0735 
3.9821 
1.5060 
5.6252 
1.7666 
3.7563 
Std. Error Mean 
.7567 
.5249 
.8085 
2.2196 
1.0741 
3.3142 
.6557 
1.0282 
.4762 
1.4524 
.5586 
.9699 
Source: Table-8.1 and 8.2 
Appendix-13 
Industry Wise Sanctions of DFIs 
Group Statistics 
Agri & food 
Industrial (manufacturing) goods 
Infrastructure 
Consumer goods 
Health care & allied services 
Others 
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
N 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
8.7770 
4.7867 
30.1430 
24.7147 
20.6000 
31.9473 
15.0640 
8.1393 
13.2970 
17.1353 
12.1190 
13.2753 
Std. Deviation 
1.2351 
2.1097 
2.6377 
8.4478 
3.2864 
12.3295 
3.9362 
4.2820 
1.5849 
6.0713 
1.5966 
3.5770 
Std. Error Mean 
.3906 
.5447 
.8341 
2.1812 
1.0392 
3.1835 
1.2447 
1.1056 
.5012 
1.5676 
.5049 
.9236 
Source: Tables- 8.3 and 8.4 
325 
a 
c 
_o 
• ^ ^ 
u 
c 
73 
I . 
3 
B 
01 
H 
"n, 
a 
SI 
B 
73 
B 
a. 
a> 
T3 
B 
SQ 
B 
n 
u 
o 
Ed 
o 
«S 
IK 
4> 
-4-* 
•4-* 
I M 
o 
C M 
4 ^ 
en 
H 
t;A 
"iu 
B 
> 
8 
.2 
> 
t H 
o 
s 
4) * - JJ 
o ^ B 
\n H I 
0 ^ 
b 
<u 
P 
o 
b <U 
O U 
L. B 
L. S 
bH ^ 
ui O 
u 
c a 
5 
1 - ^ 
a> 
C/5 t -
7 3 
- * -» 
.Sf X 
te. 
m 
vd 
ON 
_^^  
m 
OS 
O 
O 
o 
o 
o 
o 
>ri 
"* 
0 0 
• ^ 
0 0 
o 
6 
3 
W5 
a 
en 
o 
c 
.2 
*C 
as 
> 
"S 
a-
>o 
oo 
^ 
OS 
o 
? — 1 
OO 
OS 
• 
o 
o 
o 
o 
o 
c-) 
en 
0 0 
r~; 
"^ 
X ) 
s 
3 
W3 
C/3 
CO 
o 
c 
C/3 
<u 
c 
C3 
> 
"3 
D 
O " 
W 
T 3 
O 
O 
OX) 
^^  
0 0 
0 0 
— 
oo 
r 
^ CN 
r~-O s 
( N 
r-
VO 
O 
O N 
' -
O 
o 
o 
o 
oo 
I U 
e 3 
en 
OS 
IU 
o c 
.2 
'C K ) 
?» 
"3 3 
e 
__ c 
^ t 
^ 
• ^ 
o 
OS 
o 
OS 
vq 
</-i 
so 
OS 
c<-i 
(N 
oo 
<N 
o 
0 0 
oo 
oo 
rn 
< N 
X ! 
<U 
3 
en 
en 
ca 
• 4 - » 
o c 
en 
I U 
o 
cd 
OS 
> 
3 
O " 
W 
If) 
3 
3 VI 
' T 3 
s O 
- ? 
s 
J 
^ 
V I 
1 
IT ) 
OS 
CN 
1 
r--
' - — 1 
OS 
m 
^' 
m 
m 
oo 
rn 
1 
i n 
O 
o 
*"; rn 
1 
so 
r—( 
o 
0 0 
so' 
T 3 
IU 
s 3 en 
en 
cd 
t /3 
o 
c 
.2 
"C CO 
> 
'c3 
3 
'^ 
-^ OS 
so 
OS 
( N 
( N 
0 0 
r-
• ^ _ 
<A 
m 
oo 
1 
o 
o 
0 0 
so 
so 
oo 
O S 
1 
-a 
E 
3 
en 
en 
03 
O 
C 
en 
U 
O 
C 
C3 
> 
15 
3 
0» 
3 
u 
3 
L. 
en 
C3 
B 
SO 
V I 
<3s 
O 
OS 
_^ 
CO 
o 
so 
O 
^ 
oo 
OS 
<3> 
SO 
o 
o 
o 
OS 
i n 
m 
^ 
m 
O 
o 
•n 
m 
OS 
o 
T 3 
1 ) 
E 
3 
en 
en 
CO 
CO 
o 
c 
.2 
*n CO 
> 
"3 
3 
en 
OS 
oo 
oo 
O 
O s 
t - H 
. 1 
r^  
• ^ 
0 0 
ON 
l O 
_^ 
so 
<o 
o 
o 
i n 
o 
o 
r--
^ 
i n 
T 3 
IU 
E 
3 
en 
en 
CO 
O 
C 
en 
u 
c 
CO 
CO 
> 
l o 
3 
o-
U4 
m 
• o 
o 
o 
O 
IU 
E 
3 
en 
B 
O 
U 
r s i 
o 
i n 
SO 
O 
1 
so 
o 
m 
<Js 
<N 
o 
en 
1 
oo 
so 
O 
O O 
O S 
1 
CN 
O 
C 3 
i n 
m 
I U 
E 
3 
en 
en CO 
en 
O 
c 
.2 
'C 03 
> 
"ra 
3 
cr 
T j -
SO 
' • 
OS 
c> 
so 
1 
( N 
t ^ 
m 
i n 
Csl 
o 
1 
oo 
< N 
< 0 
cn 
K 
e3s 
O 
-*_ 
1 
T 3 
ID 
E 
3 
en 
en 
CO 
O 
C 
?3 
<u 
o 
c CO 
CO 
> 
"cO 
3 
o-
W 
T3 
.22 
"3 
I U 
B 
i n 
r<n 
0 0 
C ^ 
0 0 
oo 
o 
1 
oo 
T — 1 
"* c- i 
OS 
o 
o 
1 ^ 
r--
o 
so 
< N 
< N 
CN 
i n 
• * 
so 
CD 
0 0 
OS 
X I 
IU 
E 
3 
en 
en CO 
en 
IU 
o 
c 
.2 
'C 
cO 
> 
" r t 
3 
so 
( N 
SO 
o 
en 
oo 
O 
so 
so 
1 
^ VO 
m 
^ 
OS 
O 
O 
'^ 
^ i n 
rs i 
r-
so 
• n 
E 
3 
en 
en 
cO 
O 
C 
en 
I U 
c 
cO 
CO 
> 
"cO 
3 
cr 
W 
i » 
O 
sO_ 
OO 
-a 
c 
cO 
.O 
CO 
H 
(li 
o 
u^  
3 
O 
Vi 
s 
o< 
a. 
< 
n 
•4 -d 
<» 
s 
- a 
s 
4> 
H 
w 
"5. 
-^^ 
a 
a 
<u 
a 
V 
B 
e 
« 
o 
t>j 
k< 
o « M 
V3 
a> 
1 
o 
J« "« -2 
4J 3 *" 
hJ 
4> -w V 
•T3 « « Ji 
s? -S Q 
o ^ B 
OS 
P 
o 
o u 
(« B 
^ 4 ^ 
U l-
vx Q 
(U 
u 
a B 
01 SM 
5 
a^ a> 
(/3 -w 
^ - N 
"O 
+rf 
, 
_Dfi 
K 
ElH 
i n 
i r i 
l O 
i n 
CI 
1 ^ 
o 
<3\ 
OS 
O 
O 
o 
e n 
fN 
^O 
t ^ 
ro 
i n 
<N 
O 
o 
vo 
ON 
<N 
oi 
E 3 
en 
ca 
(L> 
O 
c 
.S 
> 
"« 
3 
cr 
oo 
i n 
o 
vq 
o 
O 
0\ 
ON 
e n 
O 
O 
O 
r-~ 
m 
m ON 
m" 
T3 
(U 
E 3 
CO 
rt 
o 
c 
« <u 
C 
.2 
> 
3 
cr 
W 
• a 
o 
o 
'E 
e n 
"^ 
ON 
o 
en 
1 
0 0 
en t - -
e n 
0 0 
i n 
e n 
NO 
o 
e n 
fN 
t ^ 
i n 
ON 
' ' 
o 
o 
o 
<N 
ON 
NO 
1) 
E 3 
C/3 
CO 
en 
U 
O 
c 
.S 
'C 
> 
15 
3 
cr 
tq 
0 0 
e n 
e n 
O 
0 0 
i n 
e n 
i n 
e n 
e n 
e n 
OO 
(N 
i n 
<N| 
e n 
o 
O 
OO 
r-' 
i n 
eN 
e n 
tN 
• o 
1) 
E 3 
en 
en 
CC 
O 
c 
tn 
<U 
c 
-S 
'C 
OS > 
3 
cr 
W 
— .5 
« 'C en 
• r B "O 
•« « o 5 'S O 
" e 
S 
'^—^  
o 
CO 
e n 
1 
NO 
i n 
NO 
ON 
1 
0 0 
i n 
»—< 
o 
m 
en 
t 
O 
<—« 
o 
e n 
fN 
NO 
(N 
OO 
(N 
e n 
O 
O 
^-
O 
ON 
o 
E 3 
en 
en 
ea 
en 
O 
C 
.3 
CO 
> 
"cO 
3 
a-
o 
1 
NO 
o6 
1 
0 0 
OO 
•^ 
e n 
e n 
e n 
-^ 
e n 
1 
'^ 
o 
o 
i n 
OO 
NO' 
OO 
0 0 
e n 
e n 
1 
T3 
E 
3 
en 
en 
Kt 
o 
c 
en 
U 
o 
c .2 
> 
3 
cr 
S 
w 
s 
en 
B 
H>4 
ON 
O 
0 0 
ON 
_^ 
e n 
e n 
• ^ 
ON 
NO 
'ej-
CN| 
ON 
NO 
o 
o 
o 
e n 
fN 
C^ 
0 0 
o 
'^ " 
C--
^ 
• * 
0 0 
ON 
»n 
(U 
E 3 
en 
en 
ceS 
en 
O 
c 
.2 
> 
"^  
3 
e n 
ON 
e n 
O 
o 
0 0 
i n 
e n 
ON 
• * 
NO 
NO 
(N 
ON 
NO 
o 
o 
o 
r~~ 
m 
o 
O N 
i n 
'^ 
T3 
E 
3 
en 
en 
cd 
O 
C 
en 
lU 
o 
c .2 
CO 
> 
3 
cr 
[XI 
u 
B "« B 7 3 
3 O 
en o 
go 
0 0 
r 4 
i n 
ON 
1 
r-
m 
r-ON 
e n 
0 0 
e n 
0 0 
e n 
'^ 
NO 
O 
e n 
<N 
e n 
• ^ 
ON 
'^ 
O 
O 
o 
r^ 
T - H 
NO 
r-' 
•T3 
E 3 
en 
ca 
en 
o 
c 
.2 
CO 
> 
"3 
3 
cr 
W 
O N 
NO 
e n 
r 
0 0 
e n 
1 
OO 
i n 
-^ NO 
en 
0 0 
e n 
OO 
e n 
<s 
e n 
O 
NO 
e n 
t~~ 
NO 
CM 
e n 
e n 
r4 
1 
•T3 
E 
3 
en 
en 
CO 
"o 
C 
en 
<U 
c 
.2 
CO 
> 
"3 
3 
a" 
S s 
0> — 
W ^ 
NO 
-st-
en 
^' 
NO 
ON 
m 
NO 
e n 
1 
^^  
o T — » 
(N 
en 
NO 
i n 
^ 
O N 
r t 
e n 
e n 
<N 
\o 
i n 
ON 
1 
^ 
e n 
O 
i n 
NO 
o 
i n 
E 3 
en 
en 
CO 
en 
o 
c 
.2 
CO 
> 
lo 
3 
cr 
e n 
e n 
O 
'-' 
o 
e n 
e n 
1 
NO 
( N 
i n 
o 
e n 
NO 
i n 
"^ 
i n 
0 0 
<N 
e n 
r-
o 
ON 
ON 
O 
1 
-a 
£ 
3 
c/5 
en 
CO 
O 
c 
en 
U 
c 
.2 
CO 
> 
3 
cr 
to 
&> 
Xi 
O 
00 
O O 
T3 C 
CO 
00 
J3 
CO 
w 
CJ \^ 
3 O 
Appendix-16 
Purpose Wise Sanctions of DFIs 
Group Statistics 
New & Start-ups 
Expansion 
Diversification 
Modernization Rehabilitation 
and Allied 
Supplementary 
Others 
1 
2 
1 
2 
1 
2 
1 
2 
1 
2 
N 
10 
15 
10 
15 
10 
15 
10 
15 
10 
15 
Mean 
41.8220 
25.4467 
20.8210 
23.0933 
16.8830 
5.8200 
14.7400 
8.6200 
5.7350 
37.0733 
Std. Deviation 
5.6973 
8.3691 
7.2032 
9.8719 
2.4733 
2.7597 
7.6431 
4.8501 
6.9859 
13.3061 
Std. Error Mean 
1.8017 
2.1609 
2.2779 
2.5489 
.7821 
.7126 
2.4170 
1.2523 
2.2091 
3.4356 
Source: Tables- 9.1 and 9.2 
Appendix-17 
Component Wise Sanctions of DFIs 
Group Statistics 
New & Start-ups 
Expansion 
Diversification 
1 
2 
1 
2 
N 
10 
15 
10 
15 
Mean 
74.9030 
57.9960 
8.7400 
8.6440 
Std. Deviation 
7.2455 
12.7818 
2.9609 
5.1313 
Std. Error Mean 
2.2912 
3.3002 
.9363 
1.3249 
Source: Tables- 9.3 and 9.4 
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Appendix-20 
Assistance Sanctioned and Disbursed by IDBI in India Pre-Reforms Period 
(1975-1980, up to 1991) 
Year 
1975-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
Sanctions 
4135.9 
1691.3 
1778.4 
1926.3 
2385.9 
3374.6 
3665.5 
4577.9 
5296.4 
4380.7 
7303.3 
6196.3 
6389.4 
(%)Growth 
5.1 
8.3 
23.9 
41.4 
8.6 
24.9 
15.7 
-17.3 
66.7 
-15.2 
3.1 
Disbursements 
2924.6 
1262.5 
1512.0 
1601.3 
1990.5 
2205.1 
2811.0 
3271.7 
4020.2 
3399.6 
5172.9 
4526.4 
5798.2 
(%)Growth 
19.8 
5.9 
24.3 
10.8 
27.5 
16.4 
22.9 
-15.4 
52.2 
-12.5 
28.1 
Source Compiled from: a) Annual Reports of IDBI, Economic Surveys of Indian Economy, (Deferent Issues) 
Appendix- 21 
Assistance Sanctioned and Disbursed by IDBI in India Post Reforms Period (1991 up to 2007) 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
Sanctions 
9122.0 
11941.3 
17835.3 
15850.2 
12858.5 
18766.8 
17685.8 
20689.1 
20798.7 
12969.5 
6291.9 
5473.5 
(%)Growth 
42.8 
30.9 
49.4 
-11.1 
-18.9 
45.9 
-5.8 
17.0 
0.5 
-37.6 
-51.5 
-13.0 
Disbursements 
6760.9 
8130.5 
10737.4 
10803.3 
11630.6 
15319.4 
14522.8 
17073.4 
17473.6 
11164.1 
6478.1 
4822.4 
(%)Growth 
16.6 
20.3 
32.1 
0.6 
7.7 
31.7 
-5.2 
17.6 
2.3 
-36.1 
-42.0 
-25.6 
Source Compiled from: a) Annual Reports of IDBI, Economic Surveys of Indian Economy, (Deferent Issues) 
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Appendix-22 
Assistance to Units in Backward Areas by All India Development Banks in India in Pre-
Reforms Period 
Year 
1975-76 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
Sanctions 
175 
830 
1011 
7915.76 
12963.36 
18501.95 
20176.58 
26066.55 
27796.51 
42419.63 
51461.66 
64043.87 
66831.23 
Disbursals 
126 
558 
723 
1543.38 
2374.31 
2794.12 
3737.61 
4447.55 
5143.80 
6945.40 
7705.10 
9994.10 
12107.90 
% Share Of Back 
Ward Areas 
Sanctions 
31.9 
40.3 
42.1 
37.1 
41.4 
45.9 
40.1 
39.5 
37 
37.7 
34.7 
36 
29.4 
% Share Of Back 
Ward Areas 
Disbursals 
34.5 
39 
40.1 
43.6 
41 
40.1 
39.5 
38.2 
38.5 
37.2 
36.9 
35.4 
31.5 
Source: Compiled From A) Annual Reports of IDBI, ICICl Bank (After 2002 Project 
Finance Only), IIBI, IFCI, SIDBI, B) Economic Surveys, C) Development Banking 
Report India (Various Issues 
332 
Appendix- 23 
Assistance to Units in Backward Areas by All India Development Banks in India in 
Post-Reforms Period 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
85555.45 
119554.86 
192286.06 
228060.92 
154368.39 
165434.23 
286546.32 
322378.10 
376325.99 
253081.69 
89631.25 
93042.74 
92752.22 
80912.13 
88902.57 
14601.50 
18542.10 
25289.20 
30109.20 
32963.25 
43026.73 
46488.17 
55358.60 
60235.80 
46587.70 
17092.30 
14474.10 
13112.33 
11281.41 
12955.95 
22.9 
22.1 
32.7 
37.3 
28.1 
30.8 
30 
27 
27.3 
24 
26 
25 
24 
22 
21.2 
23.7 
21.9 
33 
32.3 
31.4 
27.8 
26 
21 
24 
26 
20 
21.3 
23 
21 
21 
Source: Compiled From A) Annual Reports of IDBl, ICICI Bank (After 2002 
Project Finance Only), IIBI, IFCI, SIDBI, B) Economic Surveys, C) Development 
Banking Report India (Various Issues) 
Hi 
BIBLIOGRAPHY 
.'.'4 
Bibliography 
I. Books 
Ash Demirgu9-Kunt, Ross Levine,(Eds) (2001), "Financial Structures and 
Economic Growth: A Cross-Country Comparison of Banks, Markets and 
Development", MIT Press, Massachusetts, ISBN 0262541793. 
Balachandran, G. (1998), "The Reserve Bank of India: 1951-1967", Oxford 
University Press, New Delhi. 
Bank for International Settlements. (2004), "Basel II: International 
Convergence of Capital Measurement and Capital Standards - A Revised 
Framework," Basel Committee Publications No, 107, Basel, July. 
Bhole, L.M., (1992) "Fmancial Institutions and Markets: Structure, Growth 
and Innovation," 2nd Edition, Tata Mcgraw Publishing Company Ltd, New 
Delhi. 
Namusonge G.S., (2004), "The Role Of Development Financial Institutions 
in the Acquisition of Technological Capabilities by Small and Medium 
Enterprises in Kenya," ATPS Working Paper Series No. 41, African 
Technology Policy Studies Network, Nairobi, Kenya,ISBN 9966-916-57-1. 
Gupta S.P., (2002) "Statistical Methods," 31'' Revised Edition, Sultan 
Chand and Sons, New Delhi. 
Institutional Finance for Agricultural Development Survey (1993), "An 
Analytical Survey of Critical Issues", Intemational Food Policy Research 
Institute Publications, Washington DC, ISBN 0896295001. 
Jose M. Fanelli Rohinton Medhora, (1998), "Financial Reform in 
Developing Countries", IDRC/ Macmillan Publications, New York, ISBN 
0-88936-856-2. 
" A Maitin P Tarkeshwar , (1967), "Institutional Financing In Ind 
Revision of the Author's Thesis at Patna University, Sahitya Bhawan 
Publications, New Delhi. 
Mark Schreiner and Jacob Yaron, (1999), "Development Finance 
Institutions: Measuring Their Subsidy, Micro Finance Risk Management", 
Centre for Social Development, World Bank, Directions in Development 
Series, Washington University, ISBN 0-8213-4984-8. 
Nihal Kappagoda, et.al, (Ed.), "The Multilateral Development Banks" The 
Asian Development Bank, Manila, Philippines, Volume -2 ISBN 
1555874940. 
Phillips Perera, (1968), "Development Finance; Institutions, Problems, and 
Prospects", Peager publishers, London. 
Prabhu Narain Singh, (1974), "Role of Development Banks in a Planned 
Economy", Vikas Publishing House, Pvt. Ltd, New Delhi, India, ISBN 
0706903277. 
Sayers, R.S, (1964), 'Modem Banking', Oxford University Press, London. 
Scharf and Shetty, (1972), "Dictionary of Development Banking", Elsevier 
Publishing Company, New York. 
Shah, A. and Thomas S., (1997), "Securities Markets - Towards Greater 
Efficiency", In India Development Report, Oxford University Press, New 
Delhi. 
Shaw, E.S., (1973), "Financial Deepening in Economic Development", 
Oxford University Press, New York. 
Stavros Andrea, et.al, (2000), "Performance of Financial Institutions: 
Efficiency, Innovation, Regulation", Lynne Rienner Publishers, Cambridge 
University Press, London, ISBN 0521777674. 
Vittorio Conti (1993), "Financial Markets Liberalization and the Role of 
Banks", Cambridge University Press, London, ISBN 0521419824. 
IL Research Theses 
Sethuraman, T. V., (1970), "Institutional Financing of Economic 
Development in India", Thesis Submitted at University of Madras, 
Chennai. 
Tarkeshwar , Maitin. P., (1967), "Institutional Financing In India", A 
Revision of Thesis Submitted in Department of Commerce, Patna 
University, Sahitya Bhawan Publications, New Delhi. 
in . Committees and Reports 
Annual Report of IDBI, Various Issues (1981-2007), IDBI, Mumbai. 
Annual Report of IDFC, Various Issues, (1996-2007), IDFC, New Delhi. 
Bank Net India, (2007), Report on Financial Institutions in India. 
Capital Plus, (2004), "The Challenge of Development in Development 
Finance Institutions: A Practitioner Perspective", Development Finance 
Forum Publications, Capital Plus, New Delhi. 
Director's Report, IDBI, (1991-2006), Various Issues, IDBI, Mumbai. 
Government of India, (1973), "Committee on Development of Small and 
Medium Enterprises", Ministry of Finance, (Chairman Bhatt, RH.,), New 
Delhi. 
, (1991), "Committee on Indian Financial 
System", (Chairman, N Narasimham), Ministry of Finance, New Delhi 
, (1997), "Committee on Banking Sector in 
India", (Chairman, N. Narasimham), Ministry of Finance, New Delhi 
, (2002), "Standing Committee on Finance 
Thirteenth Loksabha, for IDBI Transfer of Undertaking and Repeal Bill", 
(Chairman, N. Janardhana Reddy), Ministry of Finance, New Delhi. 
, (2005), "Working Group on Liberalization of 
FlI Investment", (Chairman, Dr. Ashok Lahiri), Chief Economic Adviser, 
Ministry of Finance, New Delhi. 
.'.'7 
, (1999), "Committee on Small Savings: 
Report" (Chairman, Shri R.V. Gupta), Ministry of Finance, New Delhi, 
February. 
, (2000), "Eleventh Finance Commission-2000-
2005", (Chairman, Shri K. C. Pant), Ministry of Finance, New Delhi, June. 
, (2000), "Expert Committee for Devising a 
Pension System for India" (Chairman, Shri S. A. Dave), Ministry of 
Finance, New Delhi, March. 
, (2000), "Report of the Informal Study Group 
on Ways and Means of Reducing Interest Burden in Central Government 
Budget", (Chairman, Shri. J. S. Mathur), Ministry of Finance, New Delhi, 
March. 
, (2001), "The Tenth Five Year Plan (2002-
2007) Draft Approach Paper", Planning Commission, New Delhi. 
, (2001), "Tax Policy and Tax Administration 
for the Tenth Plan", Report of Advisory Group, Ministry of Finance, New 
Delhi. 
ICICI, Annual Reports up to 2002, Various Issues, ICICI, Mumbai. 
ICICI bank, (2006) "Business Overview", 2006-07, ICICI, Mumbai. 
ICICI Bank Financial Reports, (2006), Various Issues, ICICI, Mumbai. 
IDBI, (2004) "Report On Development Banking In India", IDBI, Mumbai 
Various Issues, from 1981-2004, IDBI, Mumbai. 
IFCI, Annual Reports Various Issues (1982-2006), IFCI, New Delhi. 
International Monetary Fund (IMF) (1995), IMF Survey, IMF, Washington, 
D.C. 
Ministry of Finance, (2007), Budgets different Years, Government of India, 
New Delhi. 
3?8 
, (2007), The economic Surveys Combined 
from Various Issues, Chapter-Monetary and Banking Developments, 
Government of hidia, New Delhi. 
, (1994) "Committee on Insurance Sector in India", 
(Chairman, RN. Malhotra), Government of India, January. 
Reserve Bank of India, RBI Bulletin, Various Issues, (1991-2006), RBI, 
Publication Division, New Delhi. 
, Currency and Finance, Various Issues, (1991-2006), 
RBI, Publication Division, New Delhi. 
, (1985), "Report of the Committee to Review the 
Working of the Monetary System" (Chairman, S. Chakravarty), RBI, 
Publication Division, New Delhi. 
, (1992), "Committee to Enquire into the Irregularities in 
Securities Transactions of Banks and Financial Institutions", (Chairman, R. 
Janakiraman), RBI Publication Division, New Delhi. 
, (1993), "Report of the High Level Committee on 
Balance of Payments", (Chairman, C. Rangarajan). RBI Publication 
Division, New Delhi. 
, (1995). "The Expert Group on Foreign Exchange Market 
in India", (Chairman: O.P. Sodhani), RBI Publication Division, New Delhi. 
, (1997) "Working Group on Harmonizing the Role and 
Operations of DFIs", (Chairman of Shri S.H.Khan), Publication Division 
RBI, New Delhi, December. 
_, (1999), "Report on Repurchase Agreements" (REPO), 
Occasional Papers, RBI Publication Division, New Delhi. 
, (2005), "Report of the Internal Technical Group 
on Central Government Securities Market". Publication Division, RBI, 
New Delhi. 
, (2005), "Report on Trend in Progress in Banking 
Sector In India", Various Issues, RBI Publication Division, New Delhi. 
,'?y 
, (2005), "Report of the Internal Technical Group 
on Forex Market", Various Issues, RBI Publication Division, New Delhi. 
, (1983), "Handbook of Statistics on Indian 
economy and Functions and Working of financial institutions'" Publication 
Division RBI, New Delhi. 
, (2004), "The Report of the Working Group on 
Development Financial Institutions", (Chairman, Shri N. Sadasivan), 
Department of Banking Supervision, Financial Institutions Division, RBI 
Publication, New Delhi. 
Precis, (1998), An OED Study Report of World Bank, "Financial Sector 
Reform", OED Publications, Washington DC, in 
http://www.worldbank.org/html/oed. 
SEBI, (2005), "Expert Group for Amendment in SEBI act 1992" (Chairman 
Mr. Justice M. H .Kania Former Chief Justice of India), Security Exchange 
Board of India, New Delhi. 
, (2000), Committee on Corporate Governance, 
(Chairman, Birla Kumaramangalam, SEBI, New Delhi. 
, (2006), SEBI-Bulletin, Various Issues in 
http://www.sebi.gov.in/bulletin/sep06.pdf 
SIDBI, Annual Reports, Various Issues, (1991-2006), SIDBI, Lucknow. 
UNIDO (1997), "Industrial Development Global Report", UNIDO 
Publications, Oxford University Press, ISBN 0198294042, London. 
World Bank, (2002), World Development Report: Building Institutions for 
Markets, the World Bank, Washington, D.C. 
, (2003), World Development Report: Sustainable 
Development in a Dynamic World: Transforming Institutions, Growth and 
the Quality of Life, Washington: The World Bank, Washington, D.C. 
, (2004), "Global Development Finance 2004: The 
Changing Face of Finance", World Bank Publications, The World Bank, 
Washington, D.C. 
.'4I> 
, (1989), "India Industrial Technology Development 
Project Staff Appraisal Report", Washington, DC. 
IV. Research Papers and Articles 
Addison, Tony, et.al, (2005), "Development Assistance and Development 
Finance Evidence and Global Policy Agendas", Research Paper No. 
2005/23, UNU-World Institute for Development Economics Research 
(UNU-Wider) Katajanokanlaituri, Helsinki, Finland. 
Agrawal, R.N., (2000), "Capital Market Development, Corporate Financing 
Pattern and Economic Grov^ in India", Working Paper No. 20/2000, 
Institute of Economic Grovvlh, New Delhi. 
, (2002), "Global Financial Integration and Vulnerability to 
Crisis in Developing Countries: A Study of Indian Economy", Institute of 
Economic Growth, University of Delhi, New Delhi. 
, (2002), "Global Financial Integration and Vulnerability to 
Crisis in Developing Countries: A Study of Indian Economy", Institute of 
Economic Growth, University of Delhi, New Delhi. 
Montek, Ahluwalia. S., (2002), "Economic Reforms in India since 1991: 
Has Gradualism Worked?", Joumal of Economic Perspectives, London. 
, (1999), "Reforming India's Financial Sector: An 
Overview", in Hanson, James A. and Sanjay Kathuria (Edrs.,), ""India - A 
Financial Sector for the Twenty-first Century ", OUP, New Delhi. 
, (2000), "India's Economic Reforms: An Appraisal, " 
in Jeffrey, Sachs and Nirupam Bajpai (Edrs.,), "India in the Era of 
Economic Reform, " Oxford University Press, New Delhi. 
Ali Ataullah, et.al, (2000), "Financial Liberalisation and Bank Efficiency: 
A Comparative Analysis of India and Pakistan", Applied Financial 
Economics, Forthcoming, Business School, Loughborough University. 
?41 
Anthony B. Atkinson, (2005), "Innovative Sources for Development 
Finance" Working paper, Global Public Economics, Nuffield College, 
Oxford. 
Arvind Panagariya, (2001), "India's Economic Reforms What has been 
Accomplished?, What Remains to be Done?", Working Papers, ADB-ERD 
Policy Brief No. 2, Economics and Research, Department Asian 
Development Bank, Manila, Philippines. 
Ashok K. Lahiri, (2006), "Financial Sector Reforms In India: Steps and 
Effects on the International Financial System", Proceedings of Seminar, on 
''^Financial Sector Reforms In India: Steps and Effects on the International 
Financial System", Singapore, September 16. 
Asli Demirgiif-Kunt and Enrica Detragiache, (1998), "Financial 
Liberalization and Financial Fragility", World Bank Annual Conference on 
Development Economics, the World Bank Research Department and 
International Monetary Fund, Washington DC. 
Bhattacharyya, A, et.al, (1997), "The Impact of Liberalization on the 
Productive Efficiency of Indian Commercial Banks," European Journal of 
Operational Research, North-Holland, 21. 
B.B. Bhattacharya, Sabyasachi Kar, (2006), "The Indian Macro Economy: 
Prospects for the Future", Institute of Economic Growth, Delhi University, 
Nevv' Delhi. 
Barth, J.R. Caprio, G. and Levine, R. (2001), "The Regulation and 
Supervision of Banks Around the World: A New Database', World Bank 
Policy Research Working Paper No.2588, the World Bank: Washington 
D.C. 
Bhalla, Surjeet S. (1999), "Time for Monetary Blackmail", Economic 
Times, October 26. 
, (2001), "In the Interest of India", Business Standard, 
January 20. 
?4: 
Bhide, M.G. Prasad A. and Ghosh S., (2001), "Emerging Challenges in 
Indian Banking" Working Paper No. 103, Center for Research in Economic 
Development and Policy Reform, Stanford University, USA. 
Borio, C, (1997), "The Implementation of Monetary Policy in Industrial 
Countries: A Survey", BIS Economic Papers, No.47, BIS, Basel. 
Chand, Sheetal K. and Jaeger A., (1996), "Ageing Population and Public 
Pension Scheme", IMF Occasional Paper, Washington DC, December. 
Chandana Chakraborty, and Peter Nurmenkamp, (2006), "Economic 
Reforms, Foreign Direct Investment and its Economic Effects in India", 
Kiel Working Paper No. 1272, the Kiel Institute for the World Economy, 
Duestembrooker, Germany. 
Chandrasekhar, C.P. (2001), "End of Development finance". The Hindu 
Business Line, June 
Chandrasekhar, C.P. and Jayati Ghosh, (2001), "Small savings and interest 
rates: The real Story", The Hindu Business Line, June 12. 
Chelliah, Raja J. and R. Kavita Rao, (2001), "Rational Way of Increasing 
Tax Revenues in India" Presented at a Conference India: Fiscal Policies to 
Accelerate Economic Growth, Held in New Delhi in May (Extract 
reproduced in Financial Express dated June 11,2001). 
Christian Roland, (2006), "Banking Sector Reforms in India and China: A 
Comparative Perspective", in "Harvard Project for Asian and, 
International Relations" Conference at Singapore, August-9. 
Das Abhiman, et.al, (2004), "Liberalization, Ownership and Efficiency in 
Indian Banking: A Nonparametric Approach", Working Paper Series 
No.2004-29, Department of Economics, University of Connecticut, in 
http://www.econ.uconn.edu/working/2004-29.pdf 
Demirguc-Kunt, A and Levine R., (1999). "Bank-based and Market-based 
Financial Systems: Cross-Country Comparisons", World Bank Policy 
Research Working Paper No.2143, the World Bank, Washington D.C. 
?4,> 
Development Bank Research Bulletin, (2007), "Understanding the Wealth 
of Nations, and Making Capitalism Work for Everyone", in 
http://www.bankresearch.org/economicpolicyblog/india/index.html 
Don Hanna, (2003), "Indian Banking in a Global Perspective", Research 
Paper Analysis, Asia Pacific Economics and Market, New Delhi, 
September. 
Francis A. Menezes, (1996), "hnplications Of Financial Liberalization In 
India" Swords and Ploughshares: A Journal of International Relations, 
Essay No. 4. 
Gaurav Datt and Martin Ravallion, (1995), "Macroeconomic Crises and 
Poverty Monitoring: A Case Study for India", Review of Development 
Economics, Vol.1. 
Ghosh Jayati, (2005), "Is India a Success Story of Economic 
Liberalisation?", Paper Presented in International Conference: ''Acts of 
Resistance from the South Against Globalization ", Ankara, Turkey. 
Gillingham Robert and Daniel Kanda, (2000), "Pension Reforms in India", 
International Monetary Fund, December. 
Goswami R., (2001): "Should Pension Funds Invest in Equities? An 
Analysis of Risk-Return Trade off and Asset Allocation Decisions", Paper 
Presented at the National Stock Exchange Research Initiative Scheme, New 
Delhi. 
Hrushikesh Mallick and Shashi Agarwal, (2005), "Financial Liberalization 
and Economic Growth in India: A Long-Run Analysis", Development 
Planning Centre of the Institute of Economic Growth, Delhi University, 
New Delhi. 
Hawkins, J and Mihaljek, D., (2001), "The Banking Industry in Emerging 
Market Economies: Competition, Consolidation and Systemic Stability", in 
The Banking Industry in Emerging Market Economies: Competition, 
Consolidation and Systemic Stability, BIS, Basel. 
Hawkins, J and Turner P., (1999), "Bank Restructuring in Practice: An 
Overview", in Bank Restructuring in Practice, BIS, Basel. 
Honohan, P., (1997), "Banking System Failures in Developing and 
Transition Countries: Diagnosis and Predictions", BIS Working Paper 
No.39, BIS,Basel. 
Hrushikesh Mallick, Shashi Agarwal, (2005), "Financial Liberalization and 
Economic Growth in India: A Long-Run Analysis", Development Planning 
Centre of The Institute Of Economic Growth, Delhi University, New Delhi. 
Hung Q. Tran, (2006), "Financial Sector Reforms in China and India", 
Conference on Recent Research on Hedge Funds and Performance 
Measurement Kellogg School of Management, North-western University, 
August 14-15. 
Hanson, J. A. and S. Kathuria, (1999), ^'India: A Financial Sector for the 
Twenty-First Century ", OUP, New Delhi, 
Iris Claus, (2005), "The Effects of Bank Lending in an Open Economy", 
Cama, Working Paper Series, 4/2005, Centre for Applied Macro Economic 
Analysis, The Australian National University, Canberra. 
Jayant Sathaye and Ashok Gadgil, (1999), "Role of Development Banks in 
Promoting Industrial Energy Efficiency", India Case Studies, 
Environmental Energy, Technologies Division, Ernest Orlando Lawrence 
Berkeley National Laboratory, USA. 
Jayanth R. Varma, (1997), "Indian Money Market: Market Structure, 
Covered Parity and Term Structure", IJAF, The ICFAI Journal of Applied 
Finance, Vol. 3(2). 
, (2002), "Indian Financial Sector after a Decade of 
Reforms", Viewpoint Series Centre for Civil Society, BIS Working Papers 
in http://www.ccsindia.org. 
, et.al, (1992), "Narasimham Committee Report - Some 
Further Ramifications and Suggestions", Working Paper No. 1009, Indian 
Institute of Management Ahmadabad, Ahmadabad. 
Laveesh Bhandari, et.al, (2003), "Development Financial Institutions; 
Financial Constraints and Growth: Evidence from the Indian Corporate 
345 
Sector", Journal of Emerging Market Finance, Sage Publications, Vol. 2, 
No. 1. 
Levine, R and Zervos, S (1996). "Stock Market Development and Long-
term Growth", World Bank Economic Review, 10. 
Ligang Song, (2005), "Interest Rate Liberalization in China and the 
Implications for Non-State Banking", Project (Financial Sector Reform in 
China), Harvard University Asia Center, Cambridge, Massachusetts, USA. 
Louis Perroy, (2005), "Impacts of Climate Change on Financial 
Institutions" Medium to Long-term Assets and Liabilities, Referred Paper-
Staple Inn Actuarial Society, Staple Inn Actuarial Society, London. 
McKinnon and Shaw, (1973), "The Study the Effect of hiterest Rate 
Liberalization, A Key Component of Financial Reform, on the Supply of 
Household Savings" in Lekshmi R. Nair, Working Paper, Centre for 
Development Studies, Kerala. 
Misra, B.M, (1997), "Fifty Years of the Indian Capital Markef, 1947-97", 
Reserve Bank of India Occasional Papers, Vol. 18, Nos. 2 & 3, New Delhi, 
July and September. 
Mohan Rakesh, (2004), "A Decade of Reforms in Government Securities 
Market in India and the Road Ahead", Keynote Address at the Annual 
Conference of FIMMDA at Dubai. 
, (2005), "Financial Sector Reforms and Monetary PoUcy 
- The Indian Experience", Publication Division, Reserve Bank of India, 
New Delhi. 
, (2005), "Financial Sector Reforms In India Policies and 
Performance Analysis", Economic and Political Weekly, pp 1106-1119. 
, (2006), "Financial Sector Reform and Monitory Policy 
.The Indian Experience", Conference on Economic Policy in Asia at 
Stanford University, June 2. 
, (2005), "Financial Sector Reforms In India Policies and 
Performance Analysis", Economic and Political Weekly, Kolkata. 
?4(> 
, (2006), "Recent Economic Developments", RBI-
Publications, Occasional Papers, Reserve Bank of India, Nevs^  Delhi. 
, (2002), "Transforming Indian Banking: In Search of a 
Better Tomorrow", Valedictory address at the Twenty-Fourth Bank 
Economists' Conference, Bangalore, Printed in Reserve Bank of India 
Bulletin, January 2003. 
Nagaishi, M., (1999), "Stock Market Development and Economic Growth: 
Dubious Relationship", Economic and Political Weekly, Vol. XXXIV, 
July. 
National Stock Exchange of India Limited, (2002), Indian Securities 
Market: A Review, Vol. V. 
Nayak, P.J., (1995), "Reform of Indian Financial System', in S.N. Zahid 
(ed.,), Financial Sector Development in Asia, Asian Development Bank, 
Manila. 
North, D. (1991). "Institutions", Journal of Economic Perspectives, 5. 
Octavio B. Peralta, (2003), "Corporate Govemance and Development 
Finance Institutions in Asia and the Pacific", Centre for International 
Private Enterprise, in www.cipe.org. 
P. Geetha Rani, (2003), "Economic Reforms and Financing Higher 
Education in India", National Institute of Educational Planning and 
Administration, New Delhi 
Paroma Sanyal and Rashmi Shankar , (2005) , "Financial Sector Reforms 
and Bank Efficiency in India", Draft of Working Paper, Department of 
Economics and International Business School, Brandeis University, 
Waltham. 
Patil, R.H. (2001), "Broadbasing and Deepening the Bond Market in 
India", Financial Institutional Center, Paper No. 01-32. 
Prasad, Eswar, et.al, (2003), "Effects of Financial Globalization on 
Developing Countries: Some Empirical Evidence", Mimeo, International 
Monetary Fund, Washington DC. 
Ml 
Patnaik Prabhat, (1999), "The Real Face of Financial Liberalization", The 
Hindu, India's National Magazine, Vol. 16, Feb. 13. 
Peter Lawrence and Ibotombi Longjam, (2003), "Financial Liberalization in 
India: Measuring Relative Progress", Keele Economics Research Papers, in 
www.keele.ac.uk/depts/ec/web/wpapers/kerp0308.pdf. 
Philip A. Restis, et.al., (2002), "The Impact of Financial Liberalization 
Policies on Financial Development: Evidence from Developing 
Economies" in http://www.worldbank.org/html/oed. 
Philip Arestis, (2000), "Financial Sector Reforms in Developing Countries 
with Special Reference to Egypt", Conference Entitled 'Financial 
Development and Competition in Egypt', Cairo, May 30-31. 
Philip A Restis, Panicos Dem Etriades, Bassam Fattouh, Kostas Mouratidis, 
(2002), "The Impact Of Financial Liberalisation Policies on Financial 
Development: Evidence from Developing Economies" 
Prema Chandra, Athukorala and Kunal Sen, (1997), "Reforms and 
Investment in India", Working Paper, Department of Economics and 
Australia South Asia Research Centre, The Australian National University, 
Canberra, Australia. 
Raghuram Rajan and Ajay Shah, (2003), "New Directions in Indian 
Financial Sector Policy", NCEAR Project, for the Ministry of Finance, 
Government of India, New Delhi. 
Raj Mishra, (1999), "The Impact of Liberalization and Privatisation in 
India", Paper Published in the Proceedings of International Economy 
Seminar, Boston, April 7. 
Ramesha K, (2003), "Cooperative Banking and Financial Sector Reforms 
In India; Agenda for Future Research", paper resented in International 
Conference on "Mapping Co-Operative Studies in the New Millennium", 
British Columbia Institute for Cooperative Studies, University of Victoria 
and International, Cooperative Alliance, Victoria BC, Canada. 
Rangarajan, C. (1998), "Banking Sector Reforms: Rationale and 
Relevance", SICOM Silver Jubilee Memorial Lecture, Mumbai. 
.us 
Reddy Y.V. (1999), "Universal Banking and Beyond", RBI-Discussion 
Paper, Keynote Address for the Seminar on "Harmonizing The Role And 
Operations Of Development Financial Institutions and Banks", June 28. 
, (1999), "Financial Sector Reform: Review and 
Prospects', RBI Bulletin, January. 
, (2004), "Towards Globalization in the Financial 
Sectors in India", RBI Bulletin, January. 
, (2002), in Lecture on "Economic and Financial Sector 
Reforms in India", Oxford University Press, New Delhi. 
, (2006), Keynote Speech at the International Centre for 
Monetary and Banking Studies, Geneva, May 9, 
S.S. Tarapore, (2000), "The Malaise of The Indian Financial System : The 
Need for Reforms", Lecture Delivered, Madras School of Economics on the 
Inauguration of the T.S. Santhanam Chair of Financial Economics, 
Chennai, June 23. 
, (2001), "The PM's Economic Advisors Spelt Apocalypse", 
Financial Express, May 16. 
Saibal Ghosh (2003), "Banks, Development Financial Institutions and 
Credit Markets in India; A Model of Financial Intermediation", Indian 
Economic Review, Reserve Bank of India, Vol. 38, No. 1, New Delhi. 
Sayuri Shirai, (2001), "Assessment of India's Banking Sector Reforms 
from The Perspective of the Governance of the Banking System", ESCAP-
ADB Joint Workshop on "Mobilizing Domestic Finance for Development: 
Reassessment of Bank Finance and Debt Markets in Asia and the Pacific", 
Bangkok, 22-23 November. 
, (2004), "Impact of Financial and Capital Market Reforms 
on Corporate Finance in India", Department: Economic and Social 
Commission for Asia and The Pacific, Asia-Pacific Development Journal 
United Nations (UN), vol. 11, No. 2, New York. 
Schiff J., N. Hobdari and R. Zytek, (2000), "Pension Reform in Baltic: 
?49 
Issues and Prospect", IMF Occasional Paper, IMF, Washington DC. 
Shah Ajay, (1998), "Institutional Change in India's Capital Markets", 
Security Exchange Board of India, New Delhi. 
Shaw, E.S., (1973), "Financial Deepening In Economic Development", 
Oxford University Press, London. 
Shibuya, H., (1987), "Japan's Household Savings Rate: An Application of 
the Life Cycle Hypothesis", International Monetary Fund, Working Paper 
WP/87/15. 
Shome, Parthasarathi, (1986), "Fiscal Issues in South-East Asia, Oxford 
University Press, New York. 
Singh Nirvikar, Srinivasan T. N., (2002), "Indian Federalism, Economic 
Reform and Globalization", Center of Research on Economic Development 
and Policy Reform Working Paper No. 150, Stanford University, USA. 
Sonia Bhalotra, (2002), "The Impact of Economic Liberalization on 
Employment and Wages in India", Paper Submitted to the International 
Policy Group, International Labour Office, (Original University of Bristol, 
UK) Geneva. 
Arun T.G. and Tumer J.D., (2002), "Financial Sector Reforms in 
Developing Countries: The Indian Experience", The Joumal of World 
Economy, Vol. 25. 
Williamson, J and Mahar, M., (1998), "A Survey of Financial 
Liberalization", Princeton Essays in International Finance, November, 
Princeton, New Jersey. 
Yasheng Huang, Tony Saich, m<\ pdward Steinfeld (Edrs.,), (2005), 
"Financial Sector Reform in China", The Asia Public Policy Series, 
Harvard University Asia Center Cambridge, Massachusetts 
Yoon Je Cho (2000) "Indian Capital Market Recent Developments and 
Policy Issues" (a study of financial markets) Graduate S ChOOi Oi 
International Studies, Sogang University, Seoul, Korea, in 
http://vvavw.adb.org/Documents/Books/Rising_to_the_Challenge/India/indi 
a-cap.pdf 
Websites 
http://cama.anu.edu.au 
http://fmmin.nic.in/ 
http://gicofmdia.in/en/ 
http://idbicapital.com/ 
http ://indiabudget.nic .in 
http://myiris.com/shares/company/snapShotShow.php?icode=INFDEVFC 
http://sify.com/fmance/fullstory.php?id=14509816, 
http://web.sebi.gov.in/commreport/rep032005.pdf 
http ://www.adb .org 
http://www.adb.org/Documents/Books/Rising_to_the_Challenge/India/indi 
a-cap.pdf 
http://www.aecominterdev.com/MarketsAndServices/39/56/index.jsp 
http://www.banknetindia.com/fmance/fi.htm 
http ://www.ccsindia.org 
http://www.cipe .org 
http://www.econ.uconn.edu/working/2004-29.pdf 
http://www.economywatch.com/indianeconomy/indian-insurance-
sector.html 
http://www.eximbankindia.comA 
http://www.fmance.yahoo.com 
351 
http://www.icicibank.com 
http://www.icicibank.com/ 
http://www.icicilombard.com/app/ilom-en/ICICI-Lombard-news.aspx 
http://www.iciciprulife.com/public/default.htm 
http://www.icicisecurities.com/index.asp 
http://www.iciciventure.com/ 
http://www.idbi.com/products/giftcard.asp 
http ://www.idb ibank.com/ 
http://www.idbibank.com/ 
http://www.idbiintech.com/ 
http://www.idfc.com/pages/mainl.html 
http://www.ifciltd.com/ 
http://www.iibiltd.biz/ 
http://www.indiansourceson-line.com 
http://www.keele.ac.uk/depts/ec/web/wpapers/kerp0308.pdf 
http://www.licindia.com/ 
http ://www.nabard.org/ 
http://www.ncti-india.com/htdocs/sidbi.htm 
http://www.nedfi.com/about_nedfi.htm 
http://www.sebi.gov.in 
htt'^ 'J/'\^^^^\^'.s'l<ih'l.'ln/ 
http ://www.tfciltd .com/ 
http://www.unc.edu/~wwolford/Geographyl 60/368Iewistable.p(lt', 
http://www.utimf.com/ 
http://www.worldbank.org 
VI. Dailies and Updates 
Economic Standard (2008), February, Budget Review 
Economic Times,( 2006) RBI Credit policy, April 28 
Economy Watch (2007) Insurance Special 
Reserve bank of India (2006), Press Release 
The Hindu, (1992) "Press Report on Stock market scam" (Harshad Mehta), 
Bombay Stock Exchange. 
The New Indian Express (2007) Budget Review, March. 
An Interview with Dr. Babu Paul (2008), by Nikesh Kumar, India Vision, 
Television, Cochin, Kerala. January. 
IDBI, (2006), Interview Conducted By the Researcher with GMO 
(Corporate Governance and Public Relations), Headquarters IDBI Ltd, 
Mumbai 
